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(d) The independent auditor selected
by the Bell operating company to con-
duct the audit shall develop a detailed
audit program based on the final audit
requirements and submit it to the Fed-
eral/State joint audit team. The Fed-
eral/State joint audit team shall have
30 days to review the audit program
and determine any modifications that
shall be incorporated into the final
audit program.

(e) During the course of the biennial
audit, the independent auditor, among
other things, shall:

(1) Inform the Federal/State joint
audit team of any revisions to the final
audit program or to the scope of the
audit.

(2) Notify the Federal/State joint
audit team of any meetings with the
Bell operating company or its separate
affiliate in which audit findings are
discussed.

(3) Submit to the Chief, Common Car-
rier Bureau, any accounting or rule in-
terpretations necessary to complete
the audit.

[62 FR 2926, Jan. 21, 1997]

§ 53.213 Audit analysis and evaluation.
(a) Within 60 dates after the end of

the audit period, but prior to discuss-
ing the audit findings with the Bell op-
erating company or the separate affili-
ate, the independent auditor shall sub-
mit a draft of the audit report to the
Federal/State joint audit team.

(1) The Federal/State joint audit
team shall have 45 days to review the
audit findings and audit workpapers,
and offer its recommendations con-
cerning the conduct of the audit or the
audit findings to the independent audi-
tor. Exceptions of the Federal/State
joint audit team to the finding and
conclusions of the independent auditor
that remain unresolved shall be in-
cluded in the final audit report.

(2) Within 15 days after receiving the
Federal/State joint audit team’s rec-
ommendations and making appropriate
revisions to the audit report, the inde-
pendent auditor shall submit the audit
report to the Bell operating company
for its response to the audit findings
and send a copy to the Federal/State
joint audit team. The independent
auditor may request additional time to
perform additional audit work as rec-

ommended by the Federal/State joint
audit team.

(b) Within 30 days after receiving the
audit report, the Bell operating com-
pany will respond to the audit findings
and send a copy of its response to the
Federal/State joint audit team. The
Bell operating company’s response
shall be included as part of the final
audit report along with any reply that
the independent auditor wishes to
make to the response.

(c) Within 10 days after receiving the
response of the Bell operating com-
pany, the independent auditor shall
make available for public inspection
the final audit report by filing it with
the Commission and the state regu-
latory agencies participating on the
joint audit team.

(d) Interested parties may file com-
ments with the Commission within 60
days after the audit report is made
available for public inspection.

[62 FR 2927, Jan. 21, 1997]

Subpart D—Manufacturing by Bell
Operating Companies

§ 53.301 [Reserved]

Subpart E—Electronic Publishing
by Bell Operating Companies

§ 53.401 [Reserved]

Subpart F—Alarm Monitoring
Services

§ 53.501 [Reserved]

PART 54—UNIVERSAL SERVICE

Subpart A—General Information

Sec.
54.1 Basis and purpose.
54.5 Terms and definitions.
54.7 Intended use of federal universal serv-

ice support.

Subpart B—Services Designated for
Support

54.101 Supported services for rural, insular
and high cost areas.

VerDate 09<NOV>98 14:21 Nov 09, 1998 Jkt 179189 PO 00000 Frm 00071 Fmt 8010 Sfmt 8010 Y:\SGML\179189T.XXX pfrm09 PsN: 179189T



76

47 CFR Ch. I (10–1–98 Edition)§ 54.1

Subpart C—Carriers Eligible for Universal
Service Support

54.201 Definition of eligible telecommuni-
cations carriers, generally.

54.203 Designation of eligible telecommuni-
cations carriers for unserved areas.

54.205 Relinquishment of universal service.
54.207 Service areas.

Subpart D—Universal Service Support for
High Cost Areas

54.301 Local switching support.
54.303 Long term support.
54.305 Sale or transfer of exchanges.
54.307 Support to a competitive eligible

telecommunications carrier.

Subpart E—Universal Service Support for
Low Income Consumers

54.400 Terms and definitions.
54.401 Lifeline defined.
54.403 Lifeline support amount.
54.405 Carrier obligation to offer Lifeline.
54.407 Reimbursement for offering Lifeline.
54.409 Consumer qualification for Lifeline.
54.411 Link Up program defined.
54.413 Reimbursement for revenue forgone

in offering a Link Up program.
54.415 Consumer qualification for Link Up.
54.417 Transition to the new Lifeline and

Link Up programs.

Subpart F—Universal Service Support for
Schools and Libraries

54.500 Terms and definitions.
54.501 Eligibility for services provided by

telecommunications carriers.
54.502 Supported telecommunications serv-

ices.
54.503 Other supported special services.
54.504 Requests for services.
54.505 Discounts.
54.506 Internal connections.
54.507 Cap.
54.509 Adjustments to the discount matrix.
54.511 Ordering services.
54.513 Resale.
54.515 Distributing support.
54.516 Auditing.
54.517 Services provided by non-tele-

communications carriers.
54.518 Support for wide area networks.
54.519 State telecommunications networks.

Subpart G—Universal Service Support for
Health Care Providers

54.601 Eligibility.
54.603 Competitive bid requirements.
54.604 Existing contracts.
54.605 Determining the urban rate.
54.607 Determining the rural rate.
54.609 Calculating support.

54.611 Distributing support.
54.613 Limitations on supported services for

rural health care providers.
54.615 Obtaining services.
54.617 Resale.
54.619 Audit program.
54.621 Access to advanced telecommuni-

cations and information services.
54.623 Cap.
54.625 Support for services beyond the maxi-

mum supported distance for rural health
care providers.

Subpart H—Administration

54.701 Administrator of universal service
support mechanisms.

54.703 Contributions.
54.705 De minimis exemption.
54.707 Audit controls.
54.709 Computations of required contribu-

tions to universal service support mecha-
nisms.

54.711 Contributor reporting requirements.
54.713 Contributors’ failure to report or to

contribute.
54.715 Administrator’s functions.

AUTHORITY: 47 U.S.C. 1, 4(i), 201, 205, 214,
and 254 unless otherwise noted.

SOURCE: 62 FR 32948, June 17, 1997, unless
otherwise noted.

Subpart A—General Information
§ 54.1 Basis and purpose.

(a) Basis. These rules are issued pur-
suant to the Communications Act of
1934, as amended.

(b) Purpose. The purpose of these
rules is to implement section 254 of the
Communications Act of 1934, as amend-
ed, 47 USC 254.

§ 54.5 Terms and definitions.
Terms used in this part have the fol-

lowing meanings:
Act. The term ‘‘Act’’ refers to the

Communications Act of 1934, as amend-
ed.

Administrator. The term ‘‘Adminis-
trator’’ shall refer to the National Ex-
change Carrier Association, Inc., until
the date that an independent subsidi-
ary of the National Exchange Carrier
Association, Inc. is incorporated and
has commenced the administration of
the universal service support mecha-
nisms. On that date and until the per-
manent Administrator has commenced
the permanent administration of the
universal service support mechanisms,
the term ‘‘Administrator’’ shall refer
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to the independent subsidiary estab-
lished by the National Exchange Car-
rier Association, Inc. for the purpose of
temporarily administering the portions
of the universal service support mecha-
nisms described in § 69.616. On the date
that the entity selected to perma-
nently administer the universal service
support mechanisms commences oper-
ations and thereafter, the term ‘‘Ad-
ministrator’’ shall refer to such entity.

Competitive eligible telecommunications
carrier. A ‘‘competitive eligible tele-
communications carrier’’ is a carrier
that meets the definition of an ‘‘eligi-
ble telecommunications carrier’’ below
and does not meet the definition of an
‘‘incumbent local exchange carrier’’ in
§ 51.5 of this chapter.

Contributor. The term ‘‘contributor’’
shall refer to an entity required to con-
tribute to the universal service support
mechanisms pursuant to § 54.703.

Eligible telecommunications carrier.
‘‘Eligible telecommunications carrier’’
means a carrier designated as such by
a state commission pursuant to § 54.201.

High Cost and Low Income Committee.
The term ‘‘High Cost and Low Income
Committee’’ shall refer to a committee
of the Board of Directors of the Admin-
istrator’s independent subsidiary that
will have the power to bind the inde-
pendent subsidiary’s Board of Directors
on issues relating to the administra-
tion of the high cost and low-income
support mechanisms, as described in
§ 69.615.

Incumbent local exchange carrier. ‘‘In-
cumbent local exchange carrier’’ or
‘‘ILEC’’ has the same meaning as that
term is defined in § 51.5 of this chapter.

Information service. ‘‘Information
service’’ is the offering of a capability
for generating, acquiring, storing,
transforming, processing, retrieving,
utilizing, or making available informa-
tion via telecommunications, and in-
cludes electronic publishing, but does
not include any use of any such capa-
bility for the management, control, or
operation of a telecommunications sys-
tem or the management of a tele-
communications service.

Internet access. ‘‘Internet access’’ in-
cludes the following elements:

(1) The transmission of information
as common carriage;

(2) The transmission of information
as part of a gateway to an information
service, when that transmission does
not involve the generation or alter-
ation of the content of information,
but may include data transmission, ad-
dress translation, protocol conversion,
billing management, introductory in-
formation content, and navigational
systems that enable users to access in-
formation services, and that do not af-
fect the presentation of such informa-
tion to users; and

(3) Electronic mail services (e-mail).
Interstate telecommunication. ‘‘Inter-

state telecommunication’’ is a commu-
nication or transmission:

(1) From any State, Territory, or pos-
session of the United States (other
than the Canal zone), or the District of
Columbia, to any other State, Terri-
tory, or possession of the United States
(other than the Canal Zone), or the
District of Columbia,

(2) From or to the United States to
or from the Canal Zone, insofar as such
communication or transmission takes
place within the United States, or

(3) Between points within the United
States but through a foreign country.

Interstate transmission. ‘‘Interstate
transmission’’ is the same as interstate
telecommunication.

Intrastate telecommunication. ‘‘Intra-
state telecommunication’’ is a commu-
nication or transmission from within
any State, Territory, or possession of
the United States, or the District of
Columbia to a location within that
same State, Territory, or possession of
the United States, or the District of
Columbia.

Intrastate transmission. ‘‘Intrastate
transmission’’ is the same as intrastate
telecommunication.

LAN. ‘‘LAN’’ is a local area network,
which is a set of high-speed links con-
necting devices, generally computers,
on a single shared medium, usually on
the user’s premises.

Rural area. A ‘‘rural area’’ is a non-
metropolitan county or county equiva-
lent, as defined in the Office of Man-
agement and Budget’s (OMB) Revised
Standards for Defining Metropolitan
Areas in the 1990s and identifiable from
the most recent Metropolitan Statis-
tical Area (MSA) list released by OMB,
or any contiguous non-urban Census
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Tract or Block Numbered Area within
an MSA-listed metropolitan county
identified in the most recent Gold-
smith Modification published by the
Office of Rural Health Policy of the
U.S. Department of Health and Human
Services.

Rural Health Care Corporation. The
term ‘‘Rural Health Care Corporation’’
shall refer to the corporation created
pursuant to § 69.617 that shall admin-
ister specified portions of the universal
services support mechnisms as de-
scribed in § 69.618.

Rural telephone company. ‘‘Rural tele-
phone company’’ has the same meaning
as that term is defined in § 51.5 of this
chapter.

Schools and Libraries Corporation. The
term ‘‘Schools and Libraries Corpora-
tion’’ shall refer to the corporation cre-
ated pursuant to § 69.617 that shall ad-
minister specified portions of the uni-
versal services support mechanisms, as
described in § 69.619.

State commission. The term ‘‘state
commission’’ means the commission,
board or official (by whatever name
designated) that, under the laws of any
state, has regulatory jurisdiction with
respect to intrastate operations of car-
riers.

Technically feasible. ‘‘Technically fea-
sible’’ means capable of accomplish-
ment as evidenced by prior success
under similar circumstances. For ex-
ample, preexisting access at a particu-
lar point evidences the technical fea-
sibility of access at substantially simi-
lar points. A determination of tech-
nical feasibility does not consider eco-
nomic, accounting, billing, space or
site except that space and site may be
considered if there is no possibility of
expanding available space.

Telecommunications. ‘‘Telecommuni-
cations’’ is the transmission, between
or among points specified by the user,
of information of the user’s choosing,
without change in the form or content
of the information as sent and re-
ceived.

Telecommunications carrier. A ‘‘tele-
communications carrier’’ is any pro-
vider of telecommunications services,
except that such term does not include
aggregators of telecommunications
services as defined in section 226 of the
Act. A telecommunications carrier

shall be treated as a common carrier
under the Act only to the extent that
it is engaged in providing tele-
communications services, except that
the Commission shall determine
whether the provision of fixed and mo-
bile satellite service shall be treated as
common carriage. This definition in-
cludes cellular mobile radio service
(CMRS) providers, interexchange car-
riers (IXCs) and, to the extent they are
acting as telecommunications carriers,
companies that provide both tele-
communications and information serv-
ices. Private mobile radio service
(PMRS) providers are telecommuni-
cations carriers to the extent they pro-
vide domestic or international tele-
communications for a fee directly to
the public.

Telecommunications channel. ‘‘Tele-
communications channel’’ means a
telephone line, or, in the case of wire-
less communications, a transmittal
line or cell site.

Telecommunications service. ‘‘Tele-
communications service’’ is the offer-
ing of telecommunications for a fee di-
rectly to the public, or to such classes
of users as to be effectively available
directly to the public, regardless of the
facilities used.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41303, Aug. 1, 1997]

§ 54.7 Intended use of federal univer-
sal service support.

A carrier that receives federal uni-
versal service support shall use that
support only for the provision, mainte-
nance, and upgrading of facilities and
services for which the support is in-
tended.

Subpart B—Services Designated
for Support

§ 54.101 Supported services for rural,
insular and high cost areas.

(a) Services designated for support. The
following services or functionalities
shall be supported by federal universal
service support mechanisms:

(1) Voice grade access to the public
switched network. ‘‘Voice grade access’’
is defined as a functionality that en-
ables a user of telecommunications
services to transmit voice communica-
tions, including signalling the network
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that the caller wishes to place a call,
and to receive voice communications,
including receiving a signal indicating
there is an incoming call. For the pur-
poses of this part, bandwidth for voice
grade access should be, at a minimum,
300 to 3,000 Hertz;

(2) Local usage. ‘‘Local usage’’ means
an amount of minutes of use of ex-
change service, prescribed by the Com-
mission, provided free of charge to end
users;

(3) Dual tone multi-frequency signaling
or its functional equivalent. ‘‘Dual tone
multi-frequency’’ (DTMF) is a method
of signaling that facilitates the trans-
portation of signaling through the net-
work, shortening call set-up time;

(4) Single-party service or its functional
equivalent. ‘‘Single-party service’’ is
telecommunications service that per-
mits users to have exclusive use of a
wireline subscriber loop or access line
for each call placed, or, in the case of
wireless telecommunications carriers,
which use spectrum shared among
users to provide service, a dedicated
message path for the length of a user’s
particular transmission;

(5) Access to emergency services. ‘‘Ac-
cess to emergency services’’ includes
access to services, such as 911 and en-
hanced 911, provided by local govern-
ments or other public safety organiza-
tions. 911 is defined as a service that
permits a telecommunications user, by
dialing the three-digit code ‘‘911,’’ to
call emergency services through a Pub-
lic Service Access Point (PSAP) oper-
ated by the local government. ‘‘En-
hanced 911’’ is defined as 911 service
that includes the ability to provide
automatic numbering information
(ANI), which enables the PSAP to call
back if the call is disconnected, and
automatic location information (ALI),
which permits emergency service pro-
viders to identify the geographic loca-
tion of the calling party. ‘‘Access to
emergency services’’ includes access to
911 and enhanced 911 services to the ex-
tent the local government in an eligi-
ble carrier’s service area has imple-
mented 911 or enhanced 911 systems;

(6) Access to operator services. ‘‘Access
to operator services’’ is defined as ac-
cess to any automatic or live assist-
ance to a consumer to arrange for bill-

ing or completion, or both, of a tele-
phone call;

(7) Access to interexchange service.
‘‘Access to interexchange service’’ is
defined as the use of the loop, as well
as that portion of the switch that is
paid for by the end user, or the func-
tional equivalent of these network ele-
ments in the case of a wireless carrier,
necessary to access an interexchange
carrier’s network;

(8) Access to directory assistance. ‘‘Ac-
cess to directory assistance’’ is defined
as access to a service that includes, but
is not limited to, making available to
customers, upon request, information
contained in directory listings; and

(9) Toll limitation for qualifying low-in-
come consumers. Toll limitation for
qualifying low-income consumers is de-
scribed in subpart E of this part.

(b) Requirement to offer all designated
services. An eligible telecommuni-
cations carrier must offer each of the
services set forth in paragraph (a) of
this section in order to receive federal
universal service support.

(c) Additional time to complete network
upgrades. A state commission may
grant the petition of a telecommuni-
cations carrier that is otherwise eligi-
ble to receive universal service support
under § 54.201 requesting additional
time to complete the network upgrades
needed to provide single-party service,
access to enhanced 911 service, or toll
limitation. If such petition is granted,
the otherwise eligible telecommuni-
cations carrier will be permitted to re-
ceive universal service support for the
duration of the period designated by
the state commission. State commis-
sions should grant such a request only
upon a finding that exceptional cir-
cumstances prevent an otherwise eligi-
ble telecommunications carrier from
providing single-party service, access
to enhanced 911 service, or toll limita-
tion. The period should extend only as
long as the relevant state commission
finds that exceptional circumstances
exist and should not extend beyond the
time that the state commission deems
necessary for that eligible tele-
communications carrier to complete
network upgrades. An otherwise eligi-
ble telecommunications carrier that is
incapable of offering one or more of
these three specific universal services
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must demonstrate to the state commis-
sion that exceptional circumstances
exist with respect to each service for
which the carrier desires a grant of ad-
ditional time to complete network up-
grades.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2125, Jan. 13, 1998; 63 FR 33585, June 19,
1998]

Subpart C—Carriers Eligible for
Universal Service Support

§ 54.201 Definition of eligible tele-
communications carriers, generally.

(a) Carriers eligible to receive support.
(1) Beginning January 1, 1998, only eli-
gible telecommunications carriers des-
ignated under paragraphs (b) through
(d) of this section shall receive univer-
sal service support distributed pursu-
ant to part 36 and part 69 of this chap-
ter, and subparts D and E of this part.

(2) A state commission that is unable
to designate as an eligible tele-
communications carrier, by January 1,
1998, a carrier that sought such des-
ignation before January 1, 1998, may,
once it has designated such carrier, file
with the Commission a petition for
waiver of paragraph (a)(1) of this sec-
tion requesting that the carrier receive
universal service support retroactive to
January 1, 1998. The state commission
must explain why it did not designate
such carrier as eligible by January 1,
1998, and provide a justification for
why providing support retroactive to
January 1, 1998, serves the public inter-
est.

(3) Only eligible telecommunications
carriers designated under paragraphs
(b) through (d) of this section shall re-
ceive universal service support distrib-
uted pursuant to subpart G of this part.
This paragraph does not apply to sup-
port distributed pursuant to § 54.621(a).

(4) This paragraph does not apply to
support distributed pursuant to sub-
part F of this part.

(b) A state commission shall upon its
own motion or upon request designate
a common carrier that meets the re-
quirements of paragraph (d) of this sec-
tion as an eligible telecommunications
carrier for a service area designated by
the state commission.

(c) Upon request and consistent with
the public interest, convenience, and

necessity, the state commission may,
in the case of an area served by a rural
telephone company, and shall, in the
case of all other areas, designate more
than one common carrier as an eligible
telecommunications carrier for a serv-
ice area designated by the state com-
mission, so long as each additional re-
questing carrier meets the require-
ments of paragraph (d) of this section.
Before designating an additional eligi-
ble telecommunications carrier for an
area served by a rural telephone com-
pany, the state commission shall find
that the designation is in the public in-
terest.

(d) A common carrier designated as
an eligible telecommunications carrier
under this section shall be eligible to
receive universal service support in ac-
cordance with section 254 of the Act
and shall, throughout the service area
for which the designation is received:

(1) Offer the services that are sup-
ported by federal universal service sup-
port mechanisms under subpart B of
this part and section 254(c) of the Act,
either using its own facilities or a com-
bination of its own facilities and resale
of another carrier’s services (including
the services offered by another eligible
telecommunications carrier); and

(2) Advertise the availability of such
services and the charges therefore
using media of general distribution.

(e) For the purposes of this section,
the term facilities means any physical
components of the telecommunications
network that are used in the trans-
mission or routing of the services that
are designated for support pursuant to
subpart B of this part.

(f) For the purposes of this section,
the term ‘‘own facilities’’ includes, but
is not limited to, facilities obtained as
unbundled network elements pursuant
to part 51 of this chapter, provided that
such facilities meet the definition of
the term ‘‘facilities’’ under this sub-
part.

(g) A state commission shall not re-
quire a common carrier, in order to
satisfy the requirements of paragraph
(d)(1) of this section, to use facilities
that are located within the relevant
service area, as long as the carrier uses
facilities to provide the services des-
ignated for support pursuant to subpart
B of this part within the service area.
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(h) A state commission shall des-
ignate a common carrier that meets
the requirements of this section as an
eligible telecommunications carrier ir-
respective of the technology used by
such carrier.

(i) A state commission shall not des-
ignate as an eligible telecommuni-
cations carrier a telecommunications
carrier that offers the services sup-
ported by federal universal service sup-
port mechanisms exclusively through
the resale of another carrier’s services.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2125, Jan. 13, 1998]

§ 54.203 Designation of eligible tele-
communications carriers for
unserved areas.

(a) If no common carrier will provide
the services that are supported by fed-
eral universal service support mecha-
nisms under section 254(c) of the Act
and subpart B of this part to an
unserved community or any portion
thereof that requests such service, the
Commission, with respect to interstate
services, or a state commission, with
respect to intrastate services, shall de-
termine which common carrier or car-
riers are best able to provide such serv-
ice to the requesting unserved commu-
nity or portion thereof and shall order
such carrier or carriers to provide such
service for that unserved community
or portion thereof.

(b) Any carrier or carriers ordered to
provide such service under this section
shall meet the requirements of section
54.201(d) and shall be designated as an
eligible telecommunications carrier for
that community or portion thereof.

§ 54.205 Relinquishment of universal
service.

(a) A state commission shall permit
an eligible telecommunications carrier
to relinquish its designation as such a
carrier in any area served by more
than one eligible telecommunications
carrier. An eligible telecommuni-
cations carrier that seeks to relinquish
its eligible telecommunications carrier
designation for an area served by more
than one eligible telecommunications
carrier shall give advance notice to the
state commission of such relinquish-
ment.

(b) Prior to permitting a tele-
communications carrier designated as
an eligible telecommunications carrier
to cease providing universal service in
an area served by more than one eligi-
ble telecommunications carrier, the
state commission shall require the re-
maining eligible telecommunications
carrier or carriers to ensure that all
customers served by the relinquishing
carrier will continue to be served, and
shall require sufficient notice to per-
mit the purchase or construction of
adequate facilities by any remaining
eligible telecommunications carrier.
The state commission shall establish a
time, not to exceed one year after the
state commission approves such relin-
quishment under this section, within
which such purchase or construction
shall be completed.

§ 54.207 Service areas.
(a) The term service area means a geo-

graphic area established by a state
commission for the purpose of deter-
mining universal service obligations
and support mechanisms. A service
area defines the overall area for which
the carrier shall receive support from
federal universal service support mech-
anisms.

(b) In the case of a service area
served by a rural telephone company,
service area means such company’s
‘‘study area’’ unless and until the Com-
mission and the states, after taking
into account recommendations of a
Federal-State Joint Board instituted
under section 410(c) of the Act, estab-
lish a different definition of service
area for such company.

(c) If a state commission proposes to
define a service area served by a rural
telephone company to be other than
such company’s study area, the Com-
mission will consider that proposed
definition in accordance with the pro-
cedures set forth in this paragraph.

(1) A state commission or other party
seeking the Commission’s agreement
in redefining a service area served by a
rural telephone company shall submit
a petition to the Commission. The peti-
tion shall contain:

(i) The definition proposed by the
state commission; and

(ii) The state commission’s ruling or
other official statement presenting the
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state commission’s reasons for adopt-
ing its proposed definition, including
an analysis that takes into account the
recommendations of any Federal-State
Joint Board convened to provide rec-
ommendations with respect to the defi-
nition of a service area served by a
rural telephone company.

(2) The Commission shall issue a Pub-
lic Notice of any such petition within
fourteen (14) days of its receipt.

(3) The Commission may initiate a
proceeding to consider the petition
within ninety (90) days of the release
date of the Public Notice.

(i) If the Commission initiates a pro-
ceeding to consider the petition, the
proposed definition shall not take ef-
fect until both the state commission
and the Commission agree upon the
definition of a rural service area, in ac-
cordance with paragraph (b) of this sec-
tion and section 214(e)(5) of the Act.

(ii) If the Commission does not act on
the petition within ninety (90) days of
the release date of the Public Notice,
the definition proposed by the state
commission will be deemed approved
by the Commission and shall take ef-
fect in accordance with state proce-
dures.

(d) The Commission may, on its own
motion, initiate a proceeding to con-
sider a definition of a service area
served by a rural telephone company
that is different from that company’s
study area. If it proposes such different
definition, the Commission shall seek
the agreement of the state commission
according to this paragraph.

(1) The Commission shall submit a
petition to the state commission ac-
cording to that state commission’s pro-
cedures. The petition submitted to the
relevant state commission shall con-
tain:

(i) The definition proposed by the
Commission; and

(ii) The Commission’s decision pre-
senting its reasons for adopting the
proposed definition, including an anal-
ysis that takes into account the rec-
ommendations of any Federal-State
Joint Board convened to provide rec-
ommendations with respect to the defi-
nition of a service area served by a
rural telephone company.

(2) The Commission’s proposed defini-
tion shall not take effect until both the

state commission and the Commission
agree upon the definition of a rural
service area, in accordance with para-
graph (b) of this section and section
214(e)(5) of the Act.

(e) The Commission delegates its au-
thority under paragraphs (c) and (d) of
this section to the Chief, Common Car-
rier Bureau.

Subpart D—Universal Service
Support for High Cost Areas

§ 54.301 Local switching support.
(a) Calculation of local switching sup-

port. (1) Beginning January 1, 1998, an
incumbent local exchange carrier that
has been designated an eligible tele-
communications carrier and that
serves a study area with 50,000 or fewer
access lines shall receive support for
local switching costs using the follow-
ing formula: the carrier’s projected an-
nual unseparated local switching reve-
nue requirement, calculated pursuant
to paragraph (d) of this section, shall
be multiplied by the local switching
support factor. For purposes of this
section, local switching costs shall be
defined as Category 3 local switching
costs under part 36 of this chapter.

(2) Local switching support factor. (i)
The local switching support factor
shall be defined as the difference be-
tween the 1996 weighted interstate
DEM factor, calculated pursuant to
§ 36.125(f) of this chapter, and the 1996
unweighted interstate DEM factor.

(ii) If the number of a study area’s
access lines increases such that, under
§ 36.125(f) of this chapter, the weighted
interstate DEM factor for 1997 or any
successive year would be reduced, that
lower weighted interstate DEM factor
shall be applied to the carrier’s 1996
unweighted interstate DEM factor to
derive a new local switching support
factor.

(3) Beginning January 1, 1998, the
sum of the unweighted interstate DEM
factor, as defined in § 36.125(a)(5) of this
chapter, and the local switching sup-
port factor shall not exceed 0.85. If the
sum of those two factors would exceed
0.85, the local switching support factor
shall be reduced to a level that would
reduce the sum of the factors to 0.85.

(b) Submission of data to the Adminis-
trator. Each incumbent local exchange
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carrier that has been designated an eli-
gible telecommunications carrier and
that serves a study area with 50,000 or
fewer access lines shall, for each study
area, provide the Administrator with
the projected total unseparated dollar
amount assigned to each account listed
below for the calendar year following

each filing. This information must be
provided to the Administrator no later
than October 1 of each year. The Ad-
ministrator shall use this information
to calculate the projected annual
unseparated local switching revenue
requirement pursuant to paragraph (d)
of this section.

I

Telecommunications Plant in Service (TPIS) ................... Account 2001
Telecommunications Plant—Other .................................... Accounts 2002, 2003, 2005
General Support Assets ...................................................... Account 2110
Central Office Assets .......................................................... Accounts 2210, 2220, 2230
Central Office—switching, Category 3 (local switching) .... Account 2210, Category 3
Information Origination/Termination Assets .................... Account 2310
Cable and Wire Facilities Assets ........................................ Account 2410
Amortizable Tangible Assets ............................................. Account 2680
Intangibles ......................................................................... Account 2690

II

Rural Telephone Bank (RTB) Stock .................................. Included in Account 1402
Materials and Supplies ....................................................... Account 1220.1
Cash Working Capital ........................................................ Defined in 47 CFR 65.820(d)

III

Accumulated Depreciation ................................................ Account 3100
Accumulated Amortization ................................................ Accounts 3400, 3500, 3600
Net Deferred Operating Income Taxes ............................... Accounts 4100, 4340
Network Support Expenses ................................................ Account 6110
General Support Expenses ................................................. Account 6120
Central Office Switching, Operator Systems, and Central

Office Transmission Expenses.
Accounts 6210, 6220, 6230

Information Origination/Termination Expenses ................ Account 6310
Cable and Wire Facilities Expenses ................................... Account 6410
Other Property, Plant and Equipment Expenses ............... Account 6510
Network Operations Expenses ............................................ Account 6530
Access Expense .................................................................. Account 6540
Depreciation and Amortization Expense ........................... Account 6560
Marketing Expense ............................................................ Account 6610
Services Expense ................................................................ Account 6620
Corporate Operations Expense ........................................... Accounts 6710, 6720
Operating Taxes ................................................................. Accounts 7230, 7240
Federal Investment Tax Credits ........................................ Accounts 7210
Provision for Deferred Operating Income Taxes—Net ....... Account 7250
Allowance for Funds Used During Construction ................ Account 7340
Charitable Contributions ................................................... Included in Account 7370
Interest and Related Items ................................................ Account 7500

IV

Other Non-Current Assets .................................................. Account 1410
Deferred Maintenance and Retirements ............................ Account 1438
Deferred Charges ................................................................ Account 1439
Other Jurisdictional Assets and Liabilities ....................... Accounts 1500, 4370
Customer Deposits ............................................................. Account 4040
Other Long-Term Liabilities ............................................. Account 4310

(c) Allocation of accounts to switching.
The Administrator shall allocate to
local switching, the accounts reported
pursuant to paragraph (b) of this sec-
tion as prescribed in this paragraph.

(1) General Support Assets (Account
2110); Amortizable Tangible Assets (Ac-
count 2680); Intangibles (Account 2690);
and General Support Expenses (Ac-
count 6120) shall be allocated according
to the following factor:
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Account 2210 Category÷3 (Account 2210
+ Account 2220 + Account 2230 + Ac-
count 2310 + Account 2410).

(2) Telecommunications Plant—
Other (Accounts 2002, 2003, 2005); Rural
Telephone Bank (RTB) Stock (included
in Account 1402); Materials and Sup-
plies (Account 1220.1); Cash Working
Capital (§ 65.820(d) of this chapter); Ac-
cumulated Amortization (Accounts
3400, 3500, 3600); Net Deferred Operating
Income Taxes (Accounts 4100, 4340);
Network Support Expenses (Account
6110); Other Property, Plant and Equip-
ment Expenses (Account 6510); Network
Operations Expenses (Account 6530);
Marketing Expense (Account 6610);
Services Expense (Account 6620); Oper-
ating Taxes (Accounts 7230, 7240); Fed-
eral Investment Tax Credits (Accounts
7210); Provision for Deferred Operating
Income Taxes—Net (Account 7250); In-
terest and Related Items (Account
7500); Allowance for Funds Used During
Construction (Account 7340); Chari-
table Contributions (included in Ac-
count 7370); Other Non-current Assets
(Account 1410); Other Jurisdictional
Assets and Liabilities (Accounts 1500,
4370); Customer Deposits (Account
4040); Other Long-term Liabilities (Ac-
count 4310); and Deferred Maintenance
and Retirements (Account 1438) shall
be allocated according to the following
factor:

Account 2210 Category 3÷Account 2001.

(3) Accumulated Depreciation for
Central Office—switching (Account 3100
associated with Account 2210) and De-
preciation and Amortization Expense
for Central Office—switching (Account
6560 associated with Account 2210) shall
be allocated according to the following
factor:

Account 2210 Category 3÷Account 2210.

(4) Accumulated Depreciation for
General Support Assets (Account 3100
associated with Account 2110) and De-
preciation and Amortization Expense
for General Support Assets (Account
6560 associated with Account 2110) shall
be allocated according to the following
factor:

Account 2210 Category 3 ÷ Account 2001.

(5) Corporate Operations Expenses
(Accounts 6710, 6720) shall be allocated
according to the following factor:

[[Account 2210 Category 3 ÷ (Account
2210 + Account 2220 + Account
2230)]] × (Account 6210 + Account
6220 + Account 6230)] + [(Account
6530 + Account 6610 + Account 6620)
× (Account 2210 Category 3 ÷ Ac-
count 2001)] ÷ (Account 6210 + Ac-
count 6220 + Account 6230 + Ac-
count 6310 + Account 6410 + Ac-
count 6530 + Account 6610 + Ac-
count 6620).

(6) Central Office Switching, Opera-
tor Systems, and Central Office Trans-
mission Expenses (Account 6210, Ac-
count 6220, Account 6230) shall be allo-
cated according to the following factor:
Account 2210 Category 3 ÷ (Accounts

2210 + 2220 + 2230).
(d) Calculation of the projected annual

unseparated local switching revenue re-
quirement. The Administrator shall cal-
culate the projected annual
unseparated local switching revenue
requirement by summing the compo-
nents listed in this paragraph.

(1) Return on Investment attrib-
utable to COE Category 3 shall be ob-
tained by multiplying the average pro-
jected unseparated local switching net
investment by the authorized inter-
state rate of return. Projected
unseparated local switching net invest-
ment shall be calculated as of each De-
cember 31 by deducting the accumu-
lated reserves, deferrals and customer
deposits attributable to the COE Cat-
egory 3 investment from the gross in-
vestment attributable to COE Category
3. The average projected unseparated
local switching net investment shall be
calculated by summing the projected
unseparated local switching net invest-
ment as of December 31 of the calendar
year following the filing year and such
investment as of December 31 of the fil-
ing year and dividing by 2.

(2) Depreciation expense attributable
to COE Category 3 investment, allo-
cated pursuant to paragraph (c) of this
section.

(3) All expenses, excluding deprecia-
tion expense, collected in paragraph (b)
of this section, allocated pursuant to
paragraph (c) of this section.

(4) Federal income tax attributable
to COE Category 3 shall be calculated
using the following formula; the ac-
counts listed shall be allocated pursu-
ant to paragraph (c) of this section:
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[Return on Investment attributable to
COE Category 3 ¥ Account 7340 ¥
Account 7500—Account 7210)] ×
[Federal Income Tax Rate ÷ (1 ¥
Federal Income Tax Rate)].

(e) True-up adjustment—(1) Submission
of true-up data. Each incumbent local
exchange carrier that has been des-
ignated an eligible telecommunications
carrier and that serves a study area
with 50,000 or fewer access lines shall,
for each study area, provide the Ad-
ministrator with the historical total
unseparated dollar amount assigned to
each account listed in paragraph (b) of
this section for each calendar year no
later than 12 months after the end of
such calendar year.

(2) Calculation of true-up adjustment.
(i) The Administrator shall calculate
the historical annual unseparated local
switching revenue requirement for
each carrier when historical data for
each calendar year are submitted.

(ii) The Administrator shall cal-
culate each carrier’s local switching
support payment, calculated pursuant
to 54.301(a), using its historical annual
unseparated local switching revenue
requirement.

(iii) For each carrier receiving local
switching support, the Administrator
shall calculate the difference between
the support payment calculated pursu-
ant to paragraph (e)(2)(ii) of this sec-
tion and its support payment cal-
culated using its projected annual
unseparated local switching revenue
requirement.

(iv) The Administrator shall adjust
each carrier’s local switching support
payment by the difference calculated
in paragraph (e)(2)(iii) of this section
no later than 15 months after the end
of the calendar year for which histori-
cal data are submitted.

(f) Calculation of the local switching
revenue requirement for average schedule
companies. (1) The local switching reve-
nue requirement for average schedule
companies, as defined in § 69.605(c) of
this chapter, shall be calculated in ac-
cordance with a formula approved or
modified by the Commission. The Ad-
ministrator shall submit to the Com-
mission and the Common Carrier Bu-
reau for review and approval a formula
that simulates the disbursements that
would be received pursuant to this sec-

tion by a company that is representa-
tive of average schedule companies.
For each annual period, the Adminis-
trator shall submit the formula, any
proposed revisions of such formula, or
a certification that no revisions to the
formula are warranted on or before De-
cember 31 of each year.

(2) The Commission delegates its au-
thority to review, modify, and approve
the formula submitted by the Adminis-
trator pursuant to this paragraph to
the Chief, Common Carrier Bureau.

[63 FR 2126, Jan. 13, 1998; 63 FR 33585, June 19,
1998]

§ 54.303 Long term support.

(a) Beginning January 1, 1998, an eli-
gible telecommunications carrier that
participates in the association Com-
mon Line pool shall receive Long Term
Support.

(b) Long Term Support shall be cal-
culated as prescribed in this paragraph.

(1) To calculate the unadjusted base-
level of Long Term Support for 1998,
the Administrator shall calculate the
difference between the projected Com-
mon Line revenue requirement of asso-
ciation Common Line tariff partici-
pants projected to be recovered in 1997
and the sum of end user common line
charges and the 1997 projected revenue
recovered by the association Carrier
Common Line charge as calculated
pursuant to § 69.105(b)(2) of this chap-
ter.

(2) To calculate Long Term Support
for calendar year 1998, the Adminis-
trator shall adjust the base-level of
Long Term Support calculated in para-
graph (b)(1) of this section to reflect
the annual percentage change in the
actual nationwide average unseparated
loop cost per working loop as filed by
the Administrator in the previous cal-
endar year, pursuant to § 36.622 of this
chapter.

(3) To calculate Long Term Support
for calendar year 1999, the Adminis-
trator shall adjust the level of support
calculated in paragraph (b)(2) of this
section to reflect the annual percent-
age change in the actual nationwide
average unseparated loop cost per
working loop as filed by the Adminis-
trator in the previous calendar year,
pursuant to § 36.622 of this chapter.
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(4) Beginning January 1, 2000, the Ad-
ministrator shall calculate Long Term
Support annually by adjusting the pre-
vious year’s level of support to reflect
the annual percentage change in the
Department of Commerce’s Gross Do-
mestic Product-Consumer Price Index
(GDP–CPI).

[63 FR 2128, Jan. 13, 1998; 63 FR 33586, June 19,
1998]

§ 54.305 Sale or transfer of exchanges.
A carrier that acquires telephone ex-

changes from an unaffiliated carrier
shall receive universal service support
for the acquired exchanges at the same
per-line support levels for which those
exchanges were eligible prior to the
transfer of the exchanges. A carrier
that has entered into a binding com-
mitment to buy exchanges prior to
May 7, 1997 will receive support for the
newly acquired lines based upon the av-
erage cost of all of its lines, both those
newly acquired and those it had prior
to execution of the sales agreement.

§ 54.307 Support to a competitive eligi-
ble telecommunications carrier.

(a) Calculation of support. A competi-
tive eligible telecommunications car-
rier shall receive universal service sup-
port to the extent that the competitive
eligible telecommunications carrier
captures an incumbent local exchange
carrier’s (ILEC) subscriber lines or
serves new subscriber lines in the
ILEC’s service area.

(1) A competitive eligible tele-
communications carrier shall receive
support for each line it serves based on
the support the ILEC receives for each
line.

(2) The ILEC’s per-line support shall
be calculated by dividing the ILEC’s
universal service support by the num-
ber of loops served by that ILEC at its
most recent annual loop count.

(3) A competitive eligible tele-
communications carrier that uses
switching functionalities purchased as
unbundled network elements pursuant
to § 51.307 of this chapter to provide the
supported services shall receive the
lesser of the unbundled network ele-
ment price for switching or the per-line
DEM support of the ILEC, if any. A
competitive eligible telecommuni-

cations carrier that uses loops pur-
chased as unbundled network elements
pursuant to § 51.307 of this chapter to
provide the supported services shall re-
ceive the lesser of the unbundled net-
work element price for the loop or the
ILEC’s per-line payment from the high
cost loop support and LTS, if any. The
ILEC providing nondiscriminatory ac-
cess to unbundled network elements to
such competitive eligible tele-
communications carrier shall receive
the difference between the level of uni-
versal service support provided to the
competitive eligible telecommuni-
cations carrier and the per-customer
level of support previously provided to
the ILEC.

(4) A competitive eligible tele-
communications carrier that provides
the supported services using neither
unbundled network elements purchased
pursuant to § 51.307 of this chapter nor
wholesale service purchased pursuant
to section 251(c)(4) of the Act will re-
ceive the full amount of universal serv-
ice support previously provided to the
incumbent local exchange carrier for
that customer. The amount of univer-
sal service support provided to such in-
cumbent local exchange carrier shall
be reduced by an amount equal to the
amount provided to such competitive
eligible telecommunications carrier.

(b) Submission of information to the Ad-
ministrator. In order to receive univer-
sal service support, a competitive eligi-
ble telecommunications carrier must
provide the Administrator on or before
July 31st of each year the number of
working loops it serves in a service
area. For universal service support pur-
poses, working loops are defined as the
number of working Exchange Line
C&WF loops used jointly for exchange
and message telecommunications serv-
ice, including C&WF subscriber lines
associated with pay telephones in
C&WF Category 1, but excluding WATS
closed end access and TWX service.
This figure shall be calculated as of De-
cember 31st of the year preceding each
July 31st filing.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2128, Jan. 13, 1998]
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Subpart E—Universal Service Sup-
port for Low-Income Consum-
ers

§ 54.400 Terms and definitions.
As used in this subpart, the following

terms shall be defined as follows:
(a) Qualifying low-income consumer. A

‘‘qualifying low-income consumer’’ is a
consumer who meets the low-income
eligibility criteria established by the
state commission, or, in states that do
not provide state Lifeline support, a
consumer who participates in one of
the following programs: Medicaid; food
stamps; supplemental security income;
federal public housing assistance; or
Low-Income Home Energy Assistance
Program.

(b) Toll blocking. ‘‘Toll blocking’’ is a
service provided by carriers that lets
consumers elect not to allow the com-
pletion of outgoing toll calls from their
telecommunications channel.

(c) Toll control. ‘‘Toll control’’ is a
service provided by carriers that allows
consumers to specify a certain amount
of toll usage that may be incurred on
their telecommunications channel per
month or per billing cycle.

(d) Toll limitation. ‘‘Toll limitation’’
denotes either toll blocking or toll con-
trol for eligible telecommunications
carriers that are incapable of providing
both services. For eligible tele-
communications carriers that are capa-
ble of providing both services, ‘‘toll
limitation’’ denotes both toll blocking
and toll control.

[62 FR 32952, June 17, 1997, as amended at 63
FR 2128, Jan. 13, 1998]

§ 54.401 Lifeline defined.
(a) As used in this subpart, Lifeline

means a retail local service offering:
(1) That is available only to qualify-

ing low-income consumers;
(2) For which qualifying low-income

consumers pay reduced charges as a re-
sult of application of the Lifeline sup-
port amount described in § 54.403; and

(3) That includes the services or
functionalities enumerated in § 54.101
(a)(1) through (a)(9). The carriers shall
offer toll limitation to all qualifying
low-income consumers at the time such
consumers subscribe to Lifeline serv-
ice. If the consumer elects to receive

toll limitation, that service shall be-
come part of that consumer’s Lifeline
service.

(b) Eligible telecommunications car-
riers may not disconnect Lifeline serv-
ice for non-payment of toll charges.

(1) State commissions may grant a
waiver of this requirement if the local
exchange carrier can demonstrate that:

(i) It would incur substantial costs in
complying with this requirement;

(ii) It offers toll limitation to its
qualifying low-income consumers with-
out charge; and

(iii) Telephone subscribership among
low-income consumers in the carrier’s
service area is greater than or equal to
the national subscribership rate for
low-income consumers. For purposes of
this paragraph, a low-income consumer
is one with an income below the pov-
erty level for a family of four residing
in the state for which the carrier seeks
the waiver. The carrier may reapply for
the waiver.

(2) A carrier may file a petition for
review of the state commission’s deci-
sion with the Commission within 30
days of that decision. If a state com-
mission has not acted on a petition for
a waiver of this requirement within 30
days of its filing, the carrier may file
that petition with the Commission on
the 31st day after that initial filing.

(c) Eligible telecommunications car-
riers may not collect a service deposit
in order to initiate Lifeline service, if
the qualifying low-income consumer
voluntarily elects toll blocking from
the carrier, where available. If toll
blocking is unavailable, the carrier
may charge a service deposit.

(d) The state commission shall file or
require the carrier to file information
with the Administrator demonstrating
that the carrier’s Lifeline plan meets
the criteria set forth in this subpart
and stating the number of qualifying
low-income consumers and the amount
of state assistance. Lifeline assistance
shall be made available to qualifying
low-income consumers as soon as the
Administrator certifies that the car-
rier’s Lifeline plan satisfies the cri-
teria set out in this subpart.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2128, Jan. 13, 1998]
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§ 54.403 Lifeline support amount.
(a) The federal baseline Lifeline sup-

port amount shall equal $3.50 per quali-
fying low-income consumer. If the
state commission approves an addi-
tional reduction of $1.75 in the amount
paid by consumers, additional federal
Lifeline support in the amount of $1.75
will be made available to the carrier
providing Lifeline service to that con-
sumer. Additional federal Lifeline sup-
port in an amount equal to one-half the
amount of any state Lifeline support
will be made available to the carrier
providing Lifeline service to a qualify-
ing low-income consumer if the state
commission approves an additional re-
duction in the amount paid by that
consumer equal to the state support
multiplied by 1.5. The federal Lifeline
support amount shall not exceed $7.00
per qualifying low-income consumer.

(b) Eligible carriers that charge fed-
eral End-User Common Line charges or
equivalent federal charges shall apply
the federal baseline Lifeline support to
waive Lifeline consumers’ federal End-
User Common Line charges. Such car-
riers shall apply any additional federal
support amount to a qualifying low-in-
come consumer’s intrastate rate, if the
state has approved of such additional
support. Other carriers shall apply the
federal baseline Lifeline support
amount, plus the additional support
amount, where applicable, to reduce
their lowest tariffed (or otherwise gen-
erally available) residential rate for
the services enumerated in § 54.101(a)(1)
through (a)(9), and charge Lifeline con-
sumers the resulting amount.

(c) Lifeline support for providing toll
limitation shall equal the eligible tele-
communications carrier’s incremental
cost of providing either toll blocking
or toll control, whichever is selected by
the particular consumer.

(d) In addition to the $7.00 per quali-
fying low-income consumer described
in paragraph (a) of this section, eligible
incumbent local exchange carriers that
serve qualifying low-income consumers
who have toll blocking shall receive
federal Lifeline support in amounts
equal to the presubscribed inter-
exchange carrier charge that incum-
bent local exchange carriers would be
permitted to recover from such low-in-
come consumers pursuant to § 69.153(b)

of this chapter. Eligible incumbent
local exchange carriers that serve
qualifying low-income consumers who
have toll blocking shall apply this sup-
port to waive qualifying low-income
consumers’ presubscribed inter-
exchange carrier charges. A competi-
tive eligible telecommunications car-
rier that serves qualifying low-income
consumers who have toll blocking shall
receive federal Lifeline support in an
amount equal to the presubscribed
interexchange carrier charge that the
incumbent local exchange carrier in
that area would be permitted to re-
cover, if it served those consumers.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2128, Jan. 13, 1998]

§ 54.405 Carrier obligation to offer
Lifeline.

All eligible telecommunications car-
riers shall make available Lifeline
service, as defined in § 54.401, to quali-
fying low-income consumers.

§ 54.407 Reimbursement for offering
Lifeline.

(a) Universal service support for pro-
viding Lifeline shall be provided di-
rectly to the eligible telecommuni-
cations carrier, based on the number of
qualifying low-income consumers it
serves, under administrative proce-
dures determined by the Adminis-
trator.

(b) The eligible telecommunications
carrier may receive universal service
support reimbursement for each quali-
fying low-income consumer served. For
each consumer receiving Lifeline serv-
ice, the reimbursement amount shall
equal the federal support amount, in-
cluding the support amount described
in § 54.403(c). The eligible telecommuni-
cations carrier’s universal service sup-
port reimbursement shall not exceed
the carrier’s standard, non-Lifeline
rate.

(c) In order to receive universal serv-
ice support reimbursement, the eligible
telecommunications carrier must keep
accurate records of the revenues it
forgoes in providing Lifeline in con-
formity with § 54.401. Such records shall
be kept in the form directed by the Ad-
ministrator and provided to the Ad-
ministrator at intervals as directed by
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the Administrator or as provided in
this Subpart.

§ 54.409 Consumer qualification for
Lifeline.

(a) To qualify to receive Lifeline
service in states that provide state
Lifeline service support, a consumer
must meet the criteria established by
the state commission. The state com-
mission shall establish narrowly tar-
geted qualification criteria that are
based solely on income or factors di-
rectly related to income.

(b) To qualify to receive Lifeline in
states that do not provide state Life-
line support, a consumer must partici-
pate in one of the following programs:
Medicaid; food stamps; Supplemental
Security Income; federal public hous-
ing assistance; or Low-Income Home
Energy Assistance Program. In states
not providing state Lifeline support,
each carrier offering Lifeline service to
a consumer must obtain that consum-
er’s signature on a document certifying
under penalty of perjury that consumer
receives benefits from one of the pro-
grams mentioned in this paragraph and
identifying the program or programs
from which that consumer receives
benefits. On the same document, a
qualifying low-income consumer also
must agree to notify the carrier if that
consumer ceases to participate in the
program or programs.

§ 54.411 Link Up program defined.
(a) For purposes of this subpart, the

term ‘‘Link Up’’ shall describe the fol-
lowing assistance program for qualify-
ing low-income consumers, which an
eligible telecommunications carrier
shall offer as part of its obligation set
forth in §§ 54.101(a)(9) and 54.101(b):

(1) A reduction in the carrier’s cus-
tomary charge for commencing tele-
communications service for a single
telecommunications connection at a
consumer’s principal place of resi-
dence. The reduction shall be half of
the customary charge or $30.00, which-
ever is less; and

(2) A deferred schedule for payment
of the charges assessed for commencing
service, for which the consumer does
not pay interest. The interest charges
not assessed to the consumer shall be
for connection charges of up to $200.00

that are deferred for a period not to ex-
ceed one year. Charges assessed for
commencing service include any
charges that the carrier customarily
assesses to connect subscribers to the
network. These charges do not include
any permissible security deposit re-
quirements.

(b) A qualifying low-income con-
sumer may choose one or both of the
programs set forth in paragraph (a) of
this section.

(c) A carrier’s Link Up program shall
allow a consumer to receive the benefit
of the Link Up program for a second or
subsequent time only for a principal
place of residence with an address dif-
ferent from the residence address at
which the Link Up assistance was pro-
vided previously.

§ 54.413 Reimbursement for revenue
forgone in offering a Link Up pro-
gram.

(a) Eligible telecommunications car-
riers may receive universal service sup-
port reimbursement for the revenue
they forgo in reducing their customary
charge for commencing telecommuni-
cations service and for providing a de-
ferred schedule for payment of the
charges assessed for commencing serv-
ice for which the consumer does not
pay interest, in conformity with
§ 54.411.

(b) In order to receive universal serv-
ice support reimbursement for provid-
ing Link Up, eligible telecommuni-
cations carriers must keep accurate
records of the revenues they forgo in
reducing their customary charge for
commencing telecommunications serv-
ice and for providing a deferred sched-
ule for payment of the charges assessed
for commencing service for which the
consumer does not pay interest, in con-
formity with § 54.411. Such records shall
be kept in the form directed by the Ad-
ministrator and provided to the Ad-
ministrator at intervals as directed by
the Administrator or as provided in
this subpart. The forgone revenues for
which the eligible telecommunications
carrier may receive reimbursement
shall include only the difference be-
tween the carrier’s customary connec-
tion or interest charges and the
charges actually assessed to the par-
ticipating low-income consumer.
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§ 54.415 Consumer qualification for
Link Up.

(a) In states that provide state Life-
line service, the consumer qualifica-
tion criteria for Link Up shall be the
same criteria that the state established
for Lifeline qualification in accord
with § 54.409(a).

(b) In states that do not provide state
Lifeline service, the consumer quali-
fication criteria for Link Up shall be
the same as the criteria set forth in
§ 54.409(b).

§ 54.417 Transition to the new Lifeline
and Link Up programs.

The rules in this subpart shall take
effect on January 1, 1998.

Subpart F—Universal Service
Support for Schools and Libraries

§ 54.500 Terms and definitions.
(a) Billed entity. A ‘‘billed entity’’ is

the entity that remits payment to
service providers for services rendered
to eligible schools and libraries.

(b) Elementary school. An ‘‘elementary
school’’ is a non-profit institutional
day or residential school that provides
elementary education, as determined
under state law.

(c) Library. A ‘‘library’’ includes:
(1) A public library;
(2) A public elementary school or sec-

ondary school library;
(3) An academic library;
(4) A research library, which for the

purpose of this section means a library
that:

(i) Makes publicly available library
services and materials suitable for
scholarly research and not otherwise
available to the public; and

(ii) Is not an integral part of an insti-
tution of higher education; and

(5) A private library, but only if the
state in which such private library is
located determines that the library
should be considered a library for the
purposes of this definition.

(d) Library consortium. A ‘‘library con-
sortium’’ is any local, statewide, re-
gional, or interstate cooperative asso-
ciation of libraries that provides for
the systematic and effective coordina-
tion of the resources of schools, public,
academic, and special libraries and in-
formation centers, for improving serv-

ices to the clientele of such libraries.
For the purposes of these rules, ref-
erences to library will also refer to li-
brary consortium.

(e) Lowest corresponding price. ‘‘Low-
est corresponding price’’ is the lowest
price that a service provider charges to
non-residential customers who are
similarly situated to a particular
school, library, or library consortium
for similar services.

(f) Master contract. A ‘‘master con-
tract’’ is a contract negotiated with a
service provider by a third party, the
terms and conditions of which are then
made available to an eligible school, li-
brary, rural health care provider, or
consortium that purchases directly
from the service provider.

(g) Minor contract modification. A
‘‘minor contract modification’’ is a
change to a universal service contract
that is within the scope of the original
contract and has no effect or merely a
negligible effect on price, quantity,
quality, or delivery under the original
contract.

(h) National school lunch program. The
‘‘national school lunch program’’ is a
program administered by the U.S. De-
partment of Agriculture and state
agencies that provides free or reduced
price lunches to economically dis-
advantaged children. A child whose
family income is between 130 percent
and 185 percent of applicable family
size income levels contained in the
nonfarm poverty guidelines prescribed
by the Office of Management and Budg-
et is eligible for a reduced price lunch.
A child whose family income is 130 per-
cent or less of applicable family size in-
come levels contained in the nonfarm
income poverty guidelines prescribed
by the Office of Management and Budg-
et is eligible for a free lunch.

(i) Pre-discount price. The ‘‘pre-dis-
count price’’ means, in this subpart,
the price the service provider agrees to
accept as total payment for its tele-
communications or information serv-
ices. This amount is the sum of the
amount the service provider expects to
receive from the eligible school or li-
brary and the amount it expects to re-
ceive as reimbursement from the uni-
versal service support mechanisms for
the discounts provided under this sub-
part.
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(j) Secondary school. A ‘‘secondary
school’’ is a non-profit institutional
day or residential school that provides
secondary education, as determined
under state law. A secondary school
does not offer education beyond grade
12.

(k) State telecommunications network.
A ‘‘state telecommunications net-
work’’ is a state government entity
that procures, among other things,
telecommunications offerings from
multiple service providers and bundles
such offerings into packages available
to schools, libraries, or rural health
care providers that are eligible for uni-
versal service support, or a state gov-
ernment entity that provides, using its
own facilities, such telecommuni-
cations offerings to such schools, li-
braries, and rural health care provid-
ers.

(l) Wide area network. For purposes of
this subpart, a ‘‘wide area network’’ is
a voice or data network that provides
connections from one or more comput-
ers within an eligible school or library
to one or more computers or networks
that are external to such eligible
school or library. Excluded from this
definition is a voice or data network
that provides connections between or
among instructional buildings of a sin-
gle school campus or between or among
non-administrative buildings of a sin-
gle library branch.

[63 FR 2128, Jan. 13, 1998]

§ 54.501 Eligibility for services pro-
vided by telecommunications car-
riers.

(a) Telecommunications carriers
shall be eligible for universal service
support under this subpart for provid-
ing supported services to eligible
schools, libraries, and consortia includ-
ing those entities.

(b) Schools. (1) Only schools meeting
the statutory definitions of ‘‘elemen-
tary school,’’ as defined in 20 U.S.C.
8801(14), or ‘‘secondary school,’’ as de-
fined in 20 U.S.C. 8801(25), and not ex-
cluded under paragraphs (b)(2) or (b)(3)
of this section shall be eligible for dis-
counts on telecommunications and
other supported services under this
subpart.

(2) Schools operating as for-profit
businesses shall not be eligible for dis-
counts under this subpart.

(3) Schools with endowments exceed-
ing $50,000,000 shall not be eligible for
discounts under this subpart.

(c) Libraries. (1) Only libraries eligible
for assistance from a State library ad-
ministrative agency under the Library
Services and Technology Act (Public
Law 104–208) and not excluded under
paragraphs (c)(2) or (c)(3) of this sec-
tion shall be eligible for discounts
under this subpart.

(2) A library’s eligibility for univer-
sal service funding shall depend on its
funding as an independent entity. Only
libraries whose budgets are completely
separate from any schools (including,
but not limited to, elementary and sec-
ondary schools, colleges, and univer-
sities) shall be eligible for discounts as
libraries under this subpart.

(3) Libraries operating as for-profit
businesses shall not be eligible for dis-
counts under this subpart.

(d) Consortia. (1) For purposes of seek-
ing competitive bids for telecommuni-
cations services, schools and libraries
eligible for support under this subpart
may form consortia with other eligible
schools and libraries, with health care
providers eligible under subpart G, and
with public sector (governmental) enti-
ties, including, but not limited to,
state colleges and state universities,
state educational broadcasters, coun-
ties, and municipalities, when ordering
telecommunications and other sup-
ported services under this subpart.
With one exception, eligible schools
and libraries participating in consortia
with ineligible private sector members
shall not be eligible for discounts for
interstate services under this subpart.
A consortium may include ineligible
private sector entities if the pre-dis-
count prices of any services that such
consortium receives from ILECs are
generally tariffed rates.

(2) For consortia, discounts under
this subpart shall apply only to the
portion of eligible telecommunications
and other supported services used by
eligible schools and libraries.

(3) Service providers shall keep and
retain records of rates charged to and
discounts allowed for eligible schools
and libraries—on their own or as part
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of a consortium. Such records shall be
available for public inspection.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2129, Jan. 13, 1998]

§ 54.502 Supported telecommuni-
cations services.

For purposes of this subpart, sup-
ported telecommunications services
provided by telecommunications car-
riers include all commercially avail-
able telecommunications services in
addition to all reasonable charges that
are incurred by taking such services,
such as state and federal taxes.
Charges for termination liability, pen-
alty surcharges, and other charges not
included in the cost of taking such
service shall not be covered by the uni-
versal service support mechanisms.

[63 FR 2129, Jan. 13, 1998]

§ 54.503 Other supported special serv-
ices.

For the purposes of this subpart,
other supported special services pro-
vided by telecommunications carriers
include Internet access and installa-
tion and maintenance of internal con-
nections in addition to all reasonable
charges that are incurred by taking
such services, such as state and federal
taxes. Charges for termination liabil-
ity, penalty surcharges, and other
charges not included in the cost of tak-
ing such services shall not be covered
by the universal service support mech-
anisms.

[63 FR 2129, Jan. 13, 1998]

§ 54.504 Requests for services.
(a) Competitive bid requirements. Ex-

cept as provided in § 54.511(c), an eligi-
ble school, library, or consortium that
includes an eligible school or library
shall seek competitive bids, pursuant
to the requirements established in this
subpart, for all services eligible for
support under §§ 54.502 and 54.503. These
competitive bid requirements apply in
addition to state and local competitive
bid requirements and are not intended
to preempt such state or local require-
ments.

(b) Posting of FCC Form 470. (1) An eli-
gible school, library, or consortium
that includes an eligible school or li-
brary seeking to receive discounts for

eligible services under this subpart,
shall submit a completed FCC Form 470
to the Schools and Libraries Corpora-
tion. FCC Form 470 shall include, at a
minimum, the following information,
to the extent applicable with respect to
the services requested:

(i) The computer equipment cur-
rently available or budgeted for pur-
chase for the current, next, or other fu-
ture academic years, as well as wheth-
er the computers have modems and, if
so, what speed modems;

(ii) The internal connections, if any,
that the school or library has in place
or has budgeted to install in the cur-
rent, next, or future academic years, or
any specific plans for an organized vol-
untary effort to connect the class-
rooms;

(iii) The computer software necessary
to communicate with other computers
over an internal network and over the
public telecommunications network
currently available or budgeted for
purchase for the current, next, or fu-
ture academic years;

(iv) The experience of, and training
received by, the relevant staff in the
use of the equipment to be connected
to the telecommunications network
and training programs for which funds
are committed for the current, next, or
future academic years;

(v) Existing or budgeted maintenance
contracts to maintain computers; and

(vi) The capacity of the school’s or li-
brary’s electrical system in terms of
how many computers can be operated
simultaneously without creating a fire
hazard.

(2) FCC Form 470 shall be signed by
the person authorized to order tele-
communications and other supported
services for the eligible school, library,
or consortium and shall include that
person’s certification under oath that:

(i) The school or library is an eligible
entity under §§ 254(h)(4) and 254(h)(5) of
the Act and the rules adopted under
this subpart;

(ii) The services requested will be
used solely for educational purposes;

(iii) The services will not be sold, re-
sold, or transferred in consideration for
money or any other thing of value;

(iv) If the services are being pur-
chased as part of an aggregated pur-
chase with other entities, the request
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identifies all co-purchasers and the
services or portion of the services being
purchased by the school or library;

(v) All of the necessary funding in
the current funding year has been
budgeted and approved to pay for the
‘‘non-discount’’ portion of requested
connections and services as well as any
necessary hardware or software, and to
undertake the necessary staff training
required to use the services effectively;

(vi) The school, library, or consor-
tium including those entities has com-
plied with all applicable state and local
procurement processes; and

(vii) The school, library, or consor-
tium including those entities has a
technology plan that has been certified
by its state, the Schools and Libraries
Corporation, or an independent entity
approved by the Commission.

(3) The Schools and Libraries Cor-
poration shall post each FCC Form 470
that it receives from an eligible school,
library, or consortium that includes an
eligible school or library on its website
designated for this purpose.

(4) After posting on the schools and
libraries website an eligible school’s,
library’s, or consortium’s FCC Form
470, the Schools and Libraries Corpora-
tion shall send confirmation of the
posting to the entity requesting serv-
ice.

(c) Filing of FCC Form 471. An eligible
school, library, or consortium that in-
cludes an eligible school or library
seeking to receive discounts for eligi-
ble services under this subpart, shall,
upon signing a contract for eligible
services, submit a completed FCC
Form 471 to the Schools and Libraries
Corporation. A commitment of support
is contingent upon the filing of FCC
Form 471.

(d) Rate disputes. Schools, libraries,
and consortia including those entities,
and service providers may have re-
course to the Commission, regarding
interstate rates, and to state commis-
sions, regarding intrastate rates, if
they reasonably believe that the lowest
corresponding price is unfairly high or
low.

(1) Schools, libraries, and consortia
including those entities may request
lower rates if the rate offered by the
carrier does not represent the lowest
corresponding price.

(2) Service providers may request
higher rates if they can show that the
lowest corresponding price is not com-
pensatory, because the relevant school,
library, or consortium including those
entities is not similarly situated to and
subscribing to a similar set of services
to the customer paying the lowest cor-
responding price.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41304, Aug. 1, 1997; 63 FR 2129, Jan. 13,
1998]

§ 54.505 Discounts.
(a) Discount mechanism. Discounts for

eligible schools and libraries shall be
set as a percentage discount from the
pre-discount price.

(b) Discount percentages. The dis-
counts available to eligible schools and
libraries shall range from 20 percent to
90 percent of the pre-discount price for
all eligible services provided by eligible
providers, as defined in this subpart.
The discounts available to a particular
school, library, or consortium of only
such entities shall be determined by in-
dicators of poverty and high cost.

(1) For schools and school districts,
the level of poverty shall be measured
by the percentage of their student en-
rollment that is eligible for a free or
reduced price lunch under the national
school lunch program or a federally-ap-
proved alternative mechanism. School
districts applying for eligible services
on behalf of their individual schools
may calculate the district-wide per-
centage of eligible students using a
weighted average. For example, a
school district would divide the total
number of students in the district eli-
gible for the national school lunch pro-
gram by the total number of students
in the district to compute the district-
wide percentage of eligible students.
Alternatively, the district could apply
on behalf of individual schools and use
the respective percentage discounts for
which the individual schools are eligi-
ble.

(2) For libraries and library consor-
tia, the level of poverty shall be based
on the percentage of the student en-
rollment that is eligible for a free or
reduced price lunch under the national
school lunch program or a federally-ap-
proved alternative mechanism in the
public school district in which they are
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located. If the library is not in a school
district then its level of poverty shall
be based on an average of the percent-
age of students eligible for the national
school lunch program in each of the
school districts that children living in
the library’s location attend. Library
systems applying for discounted serv-
ices on behalf of their individual
branches shall calculate the system-
wide percentage of eligible families
using an unweighted average based on
the percentage of the student enroll-
ment that is eligible for a free or re-
duced price lunch under the national
school lunch program in the public
school district in which they are lo-
cated for each of their branches or fa-
cilities.

(3) The Schools and Libraries Cor-
poration shall classify schools and li-
braries as ‘‘urban’’ or ‘‘rural’’ based on
location in an urban or rural area, ac-
cording to the following desigantions.

(i) Schools and libraries located in
metropolitan counties, as measured by
the Office of Management and Budget’s
Metropolitan Statistical Area method,
shall be designated as urban, except for
those schools and libraries located
within metropolitan counties identi-
fied by census block or tract in the
Goldsmith Modification.

(ii) Schools and libraries located in
non-metropolitan counties, as meas-
ured by the Office of Management and
Budget’s Metropolitan Statistical Area
method, shall be designated as rural.
Schools and libraries located in rural
areas within metropolitan counties

identified by census block or tract in
the Goldsmith Modification shall also
be designated as rural.

(4) School districts, library systems,
or other billed entities shall calculate
discounts on supported services de-
scribed in § 54.502 or other supported
special services described in § 54.503
that are shared by two or more of their
schools, libraries, or consortia mem-
bers by calculating an average based on
the applicable discounts of all member
schools and libraries. School districts,
library systems, or other billed entities
shall ensure that, for each year in
which an eligible school or library is
included for purposes of calculating the
aggregate discount rate, that eligible
school or library shall receive a propor-
tionate share of the shared services for
which support is sought. For schools,
the average discount shall be a weight-
ed average of the applicable discount of
all schools sharing a portion of the
shared services, with the weighting
based on the number of students in
each school. For libraries, the average
discount shall be a simple average of
the applicable discounts to which the
libraries sharing a portion of the
shared services are entitled.

(c) Matrix. The Schools and Libraries
Corporation shall use the following ma-
trix to set a discount rate to be applied
to eligible interstate services pur-
chased by eligible schools, school dis-
tricts, libraries, or library consortia
based on the institution’s level of pov-
erty and location in an ‘‘urban’’ or
‘‘rural’’ area.

Schools and Libraries discount matrix Discount level

How disadvantaged?
Urban discount Rural discount

% of students eligible for national school lunch program

<1 ....................................................................................................................................... 20 25
1–19 ................................................................................................................................... 40 50
20–34 ................................................................................................................................. 50 60
35–49 ................................................................................................................................. 60 70
50–74 ................................................................................................................................. 80 80
75–100 ............................................................................................................................... 90 90

(d) [Reserved]
(e) Interstate and intrastate services.

Federal universal service support for
schools and libraries shall be provided
for both interstate and intrastate serv-
ices.

(1) Federal universal service support
under this subpart for eligible schools
and libraries in a state is contingent
upon the establishment of intrastate
discounts no less than the discounts
applicable for interstate services.
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(2) A state may, however, secure a
temporary waiver of this latter re-
quirement based on unusually compel-
ling conditions.

(f) State support. Federal universal
service discounts shall be based on the
price of a service prior to the applica-
tion of any state provided support for
schools or libraries.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41304, Aug. 1, 1997; 63 FR 2130, Jan. 13,
1998]

§ 54.506 Internal connections.
A service is eligible for support as a

component of an institution’s internal
connections if such service is necessary
to transport information within one or
more instructional buildings of a single
school campus or within one or more
non-administrative buildings that com-
prise a single library branch. Discounts
are not available for internal connec-
tions in non-instructional buildings of
a school or school district, or in admin-
istrative buildings of a library, to the
extent that a library system has sepa-
rate administrative buildings, unless
those internal connections are essen-
tial for the effective transport of infor-
mation to an instructional building of
a school or to a non-administrative
building of a library. Internal connec-
tions do not include connections that
extend beyond a single school campus
or single library branch. There is a re-
buttable presumption that a connec-
tion does not constitute an internal
connection if it crosses a public right-
of-way.

[63 FR 2130, Jan. 13, 1998]

§ 54.507 Cap.
(a) Amount of the annual cap. The an-

nual cap on federal universal service
support for schools and libraries shall
be $2.25 billion per funding year, and all
funding authority for a given funding
year that is unused in that funding
year shall be carried forward into sub-
sequent funding years for use in ac-
cordance with demand, with the follow-
ing exceptions:

(1) No more than $625 million shall be
collected or spent for the funding pe-
riod from January 1, 1998 through June
30, 1998. No more than $325 million
shall be collected for the funding pe-

riod from July 1, 1998 through Septem-
ber 30, 1998. No more than $325 million
shall be collected for the funding pe-
riod from October 1, 1998 through De-
cember 31, 1998. No more than $325 mil-
lion shall be collected for the funding
period from January 1, 1999 through
March 31, 1999. No more than $325 mil-
lion shall be collected for the funding
period from April 1, 1999 through June
30, 1999. No more than $1.925 billion
shall be collected or disbursed during
the eighteen month period from Janu-
ary 1, 1998 through June 30, 1999.

(2) The carryover of unused funding
authority will not apply for the fund-
ing period January 1, 1998 through June
30, 1999. To the extent that the
amounts collected in the funding pe-
riod January 1, 1998 through June 30,
1999 are less than $2.25 billion, the dif-
ference will not be carried over to sub-
sequent funding years. Carryover of
funds will occur only to the extent that
funds are collected but not disbursed in
the funding period January 1, 1998
through June 30, 1999.

(b) Funding year. A funding year for
purposes of the schools and libraries
cap shall be the period July 1 through
June 30. For the initiation of the mech-
anism only, the eighteen month period
from January 1, 1998 to June 30, 1999
shall be considered a funding year.
Schools and libraries filing applica-
tions within the initial 75-day filing
window shall receive funding for re-
quested services through June 30, 1999.

(c) Requests. Funds shall be available
to fund discounts for eligible schools
and libraries and consortia of such eli-
gible entities on a first-come-first-
served basis, with requests accepted be-
ginning on the first of July prior to
each funding year. The Schools and Li-
braries Corporation shall maintain a
running tally of the funds already com-
mitted for the existing funding year on
the school and library website. The
Schools and Libraries Corporation
shall implement an initial filing period
that treats all schools and libraries fil-
ing within that period as if they were
simultaneously received. The initial
filing period shall begin on the date
that the Schools and Libraries Cor-
poration begins to receive applications
for support, and shall conclude on a
date to be determined by the Schools
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and Libraries Corporation. The Schools
and Libraries Corporation may imple-
ment such additional filing periods as
it deems necessary.

(d) Annual filing requirement. Schools
and libraries, and consortia of such eli-
gible entities shall file new funding re-
quests for each funding year no sooner
than the July 1 prior to the start of
that funding year.

(e) Long term contracts. If schools and
libraries enter into long term contracts
for eligible services, the Schools and
Libraries Corporation shall only com-
mit funds to cover the pro rata portion
of such a long term contract scheduled
to be delivered during the funding year
for which universal service support is
sought.

(f) Date services must be supplied. The
Schools and Libraries Corporation
shall not approve funding for services
received by a school or library before
January 1, 1998.

(g) Rules of priority. Schools and Li-
braries Corporation shall act in accord-
ance with paragraph (g)(1) of this sec-
tion with respect to applicants that file
a Form 471, as described in § 54.504(c) of
this part, when a filing period de-
scribed in paragraph (c) of this section
is in effect. Schools and Libraries Cor-
poration shall act in accordance with
paragraph (g)(2) of this section with re-
spect to applicants that file a Form
471, as described in § 54.504(c) of this
part, at all times other than within a
filing period described in paragraph (c)
of this section.

(1) When the filing period described
in paragraph (c) of this section closes,
Schools and Libraries Corporation
shall calculate the total demand for
support submitted by applicants during
the filing period. If total demand ex-
ceeds the total support available for
that funding year, Schools and Librar-
ies Corporation shall take the follow-
ing steps:

(i) Schools and Libraries Corporation
shall first calculate the demand for
telecommunications services and Inter-
net access for all discount categories,
as determined by the schools and li-
braries discount matrix in § 54.505(c) of
this part. These services shall receive
first priority for the available funding.

(ii) Schools and Libraries Corpora-
tion shall then calculate the amount of

available funding remaining after pro-
viding support for all telecommuni-
cations services and Internet access for
all discount categories. Schools and Li-
braries Corporation shall allocate the
remaining funds to the requests for
support for internal connections, be-
ginning with the most economically
disadvantaged schools and libraries, as
determined by the schools and libraries
discount matrix in § 54.505(c) of this
part. Schools and libraries eligible for
a 90 percent discount shall receive first
priority for the remaining funds, and
those funds will be applied to their re-
quests for internal connections.

(iii) To the extent that funds remain
after the allocation described in
§ 54.507(g)(1) (i) and (ii), Schools and Li-
braries Corporation shall next allocate
funds toward the requests for internal
connections submitted by schools and
libraries eligible for an 80 percent dis-
count, then for a 70 percent discount,
and shall continue committing funds
for internal connections in the same
manner to the applicants at each de-
scending discount level until there are
no funds remaining.

(iv) If the remaining funds are not
sufficient to support all of the funding
requests within a particular discount
level, Schools and Libraries Corpora-
tion shall divide the total amount of
remaining support available by the
amount of support requested within
the particular discount level to
produce a pro-rata factor. Schools and
Libraries Corporation shall reduce the
support level for each applicant within
the particular discount level, by mul-
tiplying each applicant’s requested
amount of support by the pro-rata fac-
tor.

(v) Schools and Libraries Corporation
shall commit funds to all applicants
consistent with the calculations de-
scribed herein.

(2) Rules of priority. When expendi-
tures in any funding year reach the
level where only $250 million remains
before the cap will be reached, funds
shall be distributed in accordance to
the following rules of priority:

(i) The Schools and Libraries Cor-
poration shall post a message on the
school and library website, notify the
Commission, and take reasonable steps
to notify the educational and library
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communities that commitments for
the remaining $250 million of support
will only be made available to the most
economically disadvantaged schools
and libraries (those in the two most
disadvantaged categories) for the next
30 days or the remainder of the funding
year, whichever is shorter.

(ii) The most economically disadvan-
taged schools and libraries (those in
the two most disadvantaged categories)
that have not received discounts from
the universal service support mecha-
nism in the previous or current funding
years shall have exclusive rights to se-
cure commitments for universal serv-
ice support under this subpart for a 30-
day period or the remainder of the
funding year, whichever is shorter. If
such schools and libraries have re-
ceived universal service support only
for basic telephone service in the pre-
vious or current funding years, they
shall remain eligible for the highest
priority once spending commitments
leave only $250 million remaining be-
fore the funding cap is reached.

(iii) Other economically disadvan-
taged schools and libraries (those in
the two most disadvantaged categories)
that have received discounts from the
universal service support mechanism in
the previous or current funding years
shall have the next highest priority, if
additional funds are available at the
end of the 30-day period or the funding
year, whichever is shorter.

(iv) The Administrator shall notify
the Schools and Libraries Corporation
of any funds still remaining after all
requests submitted by schools and li-
braries described in paragraphs (g)(2)
and (g)(3) of this section during the 30-
day period have been met. The Schools
and Libraries Corporation shall direct
the Administrator to allocate the re-
maining available funds to all other el-
igible schools and libraries in the order
in which their requests have been re-
ceived by the Schools and Libraries
Corporation, until the $250 million is
exhausted or the funding year ends.

[62 FR 32948, June 17, 1997, as amended at 62
FR 40748, July 30, 1997; 62 FR 41304, Aug. 1,
1997; 62 FR 56120, Oct. 29, 1997; 63 FR 2130,
Jan. 13, 1998; 63 FR 3832, Jan. 27, 1998; 63 FR
45958, Aug. 28, 1998]

§ 54.509 Adjustments to the discount
matrix.

(a) Estimating future spending requests.
When submitting their requests for
specific amounts of funding for a fund-
ing year, schools, libraries, library con-
sortia, and consortia including such en-
tities shall also estimate their funding
requests for the following funding year
to enable the Administrator, to esti-
mate funding demand for the following
year.

(b) Reduction in percentage discounts.
If the estimates schools and libraries
make of their future funding needs lead
the Schools and Libraries Corporation
to predict that total funding requests
for a funding year will exceed the
available funding, the Schools and Li-
braries Corporation shall calculate the
percentage reduction to all schools and
libraries, except those in the two most
disadvantaged categories, necessary to
permit all requests in the next funding
year to be fully funded.

(c) Remaining funds. If funds remain
under the cap at the end of the funding
year in which the discounts have been
reduced below those set in the matrices
above, the Administrator shall inform
the Schools and Libraries Corporation
of such remaining funds. The Schools
and Libraries Corporation then shall
consult with the Commission to estab-
lish the best way to distribute those
funds.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41304, Aug. 1, 1997]

§ 54.511 Ordering services.
(a) Selecting a provider of eligible serv-

ices. In selecting a provider of eligible
services, schools, libraries, library con-
sortia, and consortia including any of
those entities shall carefully consider
all bids submitted and may consider
relevant factors other than the pre-dis-
count prices submitted by providers.

(b) Lowest corresponding price. Provid-
ers of eligible services shall not charge
schools, school districts, libraries, li-
brary consortia, or consortia including
any of these entities a price above the
lowest corresponding price for sup-
ported services, unless the Commis-
sion, with respect to interstate services
or the state commission with respect
to intrastate services, finds that the
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lowest corresponding price is not com-
pensatory. Promotional rates offered
by a service provider for a period of
more than 90 days must be included
among the comparable rates upon
which the lowest corresponding price is
determined.

(c) Existing contracts. (1) A signed con-
tract for services eligible for discounts
pursuant to this subpart between an el-
igible school or library as defined
under § 54.501 or consortium that in-
cludes an eligible school or library and
a service provider shall be exempt from
the requirements set forth in § 54.504(a),
(b)(3), and (b)(4) as follows:

(i) A contract signed on or before
July 10, 1997 is exempt from the com-
petitive bid requirements for the life of
the contract; or

(ii) A contract signed after July 10,
1997, but before the date on which the
universal service competitive bid sys-
tem described in § 54.504 is operational,
is exempt from the competitive bid re-
quirements only with respect to serv-
ices that are provided under such con-
tract between January 1, 1998 and De-
cember 31, 1998.

(2) For a school, library, or consor-
tium that includes an eligible school or
library that takes service under or pur-
suant to a master contract, the date of
execution of that master contract rep-
resents the applicable date for purposes
of determining whether and to what ex-
tent the school, library, or consortium
is exempt from the competitive bid re-
quirements.

(3) The competitive bid system will
be deemed to be operational when the
Schools and Libraries Corporation is
ready to accept and post FCC Form 470
from schools and libraries on a website
and that website is available for use by
service providers.

(d) The exemption from the competi-
tive bid requirements set forth in para-
graph (c) of this section shall not apply
to voluntary extensions of existing
contracts, with the exception that an
eligible school or library as defined
under § 54.501 or consortium that in-
cludes an eligible school or library,
that filed an application within the 75-
day initial filing window (January 30,
1998–April 15, 1998) may voluntarily ex-
tend, to a date no later than June 30,
1999, an existing contract that other-

wise would terminate between Decem-
ber 31, 1998 and June 30, 1999.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2130, Jan. 13, 1998; 63 FR 33586, June 19,
1998; 63 FR 43097, Aug. 12, 1998]

§ 54.513 Resale.
(a) Prohibition on resale. Eligible serv-

ices purchased at a discount under this
subpart shall not be sold, resold, or
transferred in consideration of money
or any other thing of value.

(b) Permissible fees. This prohibition
on resale shall not bar schools, school
districts, libraries, and library consor-
tia from charging either computer lab
fees or fees for classes in how to navi-
gate over the Internet. There is no pro-
hibition on the resale of services that
are not purchased pursuant to the dis-
counts provided in this subpart.

§ 54.515 Distributing support.
(a) A telecommunications carrier

providing services eligible for support
under this subpart to eligible schools
and libraries shall treat the amount el-
igible for support under this subpart as
an offset against the carrier’s universal
service support obligation for the year
in which the costs for providing eligi-
ble services were incurred.

(b) If the total amount of support
owed to a carrier, as set forth in para-
graph (a) of this section, exceeds its
universal service obligation, calculated
on an annual basis, the carrier may re-
ceive a direct reimbursement in the
amount of the difference.

(c) Any reimbursement due a carrier
shall be made after the offset is cred-
ited against that carrier’s universal
service obligation.

(d) Any reimbursement due a carrier
shall be submitted to that carrier no
later than the end of the first quarter
of the calendar year following the year
in which the costs were incurred and
the offset against the carrier’s univer-
sal service obligation was applied.

§ 54.516 Auditing.
(a) Recordkeeping requirements.

Schools and libraries shall be required
to maintain for their purchases of tele-
communications and other supported
services at discounted rates the kind of
procurement records that they main-
tain for other purchases.
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(b) Production of records. Schools and
libraries shall produce such records at
the request of any auditor appointed by
a state education department, the
Schools and Libraries Corporation, or
any state or federal agency with juris-
diction.

(c) Random audits. Schools and librar-
ies shall be subject to random compli-
ance audits to evaluate what services
they are purchasing and how such serv-
ices are being used.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41304, Aug. 1, 1997]

§ 54.517 Services provided by non-tele-
communications carriers.

(a) Non-telecommunications carriers
shall be eligible for universal service
support under this subpart for provid-
ing the supported services described in
paragraph (b) of this section for eligi-
ble schools, libraries, and consortia in-
cluding those entities.

(b) Supported services. Non-tele-
communications carriers shall be eligi-
ble for universal service support under
this subpart for providing Internet ac-
cess and installation and maintenance
of internal connections.

(c) Requirements. Such services pro-
vided by non-telecommunications car-
riers shall be subject to all the provi-
sions of this subpart, except §§ 54.501(a),
54.502, 54.503, 54.515.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2131, Jan. 13, 1998]

§ 54.518 Support for wide area net-
works.

To the extent that states, schools, or
libraries build or purchase a wide area
network to provide telecommuni-
cations services, the cost of such wide
area networks shall not be eligible for
universal service discounts provided
under this subpart.

[63 FR 2131, Jan. 13, 1998]

§ 54.519 State telecommunications net-
works.

(a) Telecommunications services. State
telecommunications networks may se-
cure discounts under the universal
service support mechanisms on sup-
ported telecommunications services (as
described in § 54.502) on behalf of eligi-
ble schools and libraries (as described

in § 54.501) or consortia that include an
eligible school or library. Such state
telecommunications networks shall
pass on such discounts to eligible
schools and libraries and shall:

(1) Maintain records listing each eli-
gible school and library and showing
the basis for each eligibility deter-
mination;

(2) Maintain records demonstrating
the discount amount to which each eli-
gible school and library is entitled and
the basis for such determination;

(3) Take reasonable steps to ensure
that each eligible school or library re-
ceives a proportionate share of the
shared services;

(4) Request that service providers
apply the appropriate discount
amounts on the portion of the sup-
ported services used by each school or
library;

(5) Direct eligible schools and librar-
ies to pay the discounted price; and

(6) Comply with the competitive bid
requirements set forth in § 54.504(a).

(b) Internet access and installation and
maintenance of internal connections.
State telecommunications networks ei-
ther may secure discounts on Internet
access and installation and mainte-
nance of internal connections in the
manner described in paragraph (a) of
this section with regard to tele-
communications, or shall be eligible,
consistent with § 54.517(b), to receive
universal service support for providing
such services to eligible schools, librar-
ies, and consortia including those enti-
ties.

[63 FR 2131, Jan. 13, 1998; 63 FR 33586, June 19,
1998]

Subpart G—Universal Service
Support for Health Care Providers

§ 54.601 Eligibility.
(a) Health care providers. (1) Only an

entity meeting the definition of
‘‘health care provider’’ as defined in
this section shall be eligible to receive
supported services under this subpart.

(2) For purposes of this subpart, a
‘‘health care provider’’ is any:

(i) Post-secondary educational insti-
tution offering health care instruction,
including a teaching hospital or medi-
cal school;
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(ii) Community health center or
health center providing health care to
migrants;

(iii) Local health department or
agency;

(iv) Community mental health cen-
ter;

(v) Not-for-profit hospital;
(vi) Rural health clinic; or
(vii) Consortium of health care pro-

viders consisting of one or more enti-
ties described in paragraphs (a)(2)(i)
through (a)(2)(vi) of this section.

(3) Only public or non-profit health
care providers shall be eligible to re-
ceive supported services under this sub-
part.

(4) Except with regard to those serv-
ices provided under § 54.621, only a rural
health care provider shall be eligible to
receive supported services under this
subpart. A ‘‘rural health care provider’’
is a health care provider located in a
rural area, as defined in this part.

(5) Each separate site or location of a
health care provider shall be consid-
ered an individual health care provider
for purposes of calculating and limit-
ing support under this subpart.

(b) Consortia. (1) An eligible health
care provider may join a consortium
with other eligible health care provid-
ers; with schools, libraries, and library
consortia eligible under Subpart F; and
with public sector (governmental) enti-
ties to order telecommunications serv-
ices. With one exception, eligible
health care providers participating in
consortia with ineligible private sector
members shall not be eligible for sup-
ported services under this subpart. A
consortium may include ineligible pri-
vate sector entities if such consortium
is only receiving services at tariffed
rates or at market rates from those
providers who do not file tariffs.

(2) For consortia, universal service
support under this subpart shall apply
only to the portion of eligible services
used by an eligible health care pro-
vider.

(3) Telecommunications carriers
shall carefully maintain complete
records of how they allocate the costs
of shared facilities among consortium
participants in order to charge eligible
health care providers the correct
amounts. Such records shall be avail-
able for public inspection.

(4) Telecommunications carriers
shall calculate and justify with sup-
porting documentation the amount of
support for which each member of a
consortium is eligible.

(c) Services. (1) Any telecommuni-
cations service of a bandwidth up to
and including 1.544 Mbps that is the
subject of a properly completed bona
fide request by a rural health care pro-
vider shall be eligible for universal
service support, subject to the limita-
tions described in this subpart. The
length of a supported telecommuni-
cations service may not exceed the dis-
tance between the health care provider
and the point farthest from that pro-
vider on the jurisdictional boundary of
the nearest large city as defined in
§ 54.605(c).

(2) Limited toll-free access to an
Internet service provider shall be eligi-
ble for universal service support under
§ 54.621.

§ 54.603 Competitive bid requirements.

(a) Competitive bidding requirement. To
select the telecommunications carriers
that will provide services eligible for
universal service support to it under
this subpart, each eligible health care
provider shall participate in a competi-
tive bidding process pursuant to the re-
quirements established in this subpart
and any additional and applicable
state, local, or other procurement re-
quirements.

(b) Posting of FCC Form 465. (1) An eli-
gible health care provider seeking to
receive telecommunications services
eligible for universal service support
under this subpart shall submit a com-
pleted FCC Form 465 to the Rural
Health Care Corporation. FCC Form 465
shall be signed by the person author-
ized to order telecommunications serv-
ices for the health care provider and
shall include, at a minimum, that per-
son’s certification under oath that:

(i) The requester is a public or non-
profit entity that falls within one of
the seven categories set forth in the
definition of health care provider, list-
ed in § 54.601(a);

(ii) The requester is physically lo-
cated in a rural area, unless the health
care provider is requesting services
provided under § 54.621;
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(iii) If the health care provider is re-
questing services provided under
§ 54.621, that the requester cannot ob-
tain toll-free access to an Internet
service provider;

(iv) The requested service or services
will be used solely for purposes reason-
ably related to the provision of health
care services or instruction that the
health care provider is legally author-
ized to provide under the law in the
state in which such health care serv-
ices or instruction are provided;

(v) The requested service or services
will not be sold, resold or transferred
in consideration of money or any other
thing of value; and

(vi) If the service or services are
being purchased as part of an aggre-
gated purchase with other entities or
individuals, the full details of any such
arrangement, including the identities
of all co-purchasers and the portion of
the service or services being purchased
by the health care provider.

(2) The Rural Health Corporation
shall post each FCC Form 465 that it
receives from an eligible health care
provider on its website designated for
this purpose.

(3) After posting an eligible health
care providers FCC Form 465 on the
Rural Health Care Corporation website,
the Rural Health Care Corporation
shall send confirmation of the posting
to the entity requesting services. The
health care provider shall wait at least
28 days from the date on which its FCC
Form 465 is posted on the website be-
fore making commitments with the se-
lected telecommunications carrier(s).

(4) After selecting a telecommuni-
cations carrier, the health care pro-
vider shall certify to the Rural Health
Care Corporation that the provider is
selecting the most cost-effective meth-
od of providing the requested service or
services, where the most cost-effective
method of providing a service is de-
fined as the method that costs the
least after consideration of the fea-
tures, quality of transmission, reliabil-
ity, and other factors that the health
care provider deems relevant to choos-
ing a method of providing the required
health care services. The health care
provider shall submit to the Rural
Health Care Corporation paper copies

of the responses or bids received in re-
sponse to the requested services.

(5) The confirmation from the Rural
Health Care Corporation shall include
the date after which the requester may
sign a contract with its chosen tele-
communications carrier(s).

[62 FR 32948, June 17, 1997, as amended at 62
FR 41304, Aug. 1, 1997; 63 FR 2131, Jan. 13,
1998]

§ 54.604 Existing contracts.

(a) Existing contracts. A signed con-
tract for services eligible for support
pursuant to this subpart between an el-
igible health care provider as defined
under § 54.601 and a telecommuni-
cations carrier shall be exempt from
the competitive bid requirements set
forth in § 54.603(a) as follows:

(1) A contract signed on or before
July 10, 1997 is exempt from the com-
petitive bid requirement for the life of
the contract; or

(2) A contract signed after July 10,
1997 but before the date on which the
universal service competitive bid sys-
tem described in § 54.603 is operational
is exempt from the competitive bid re-
quirements only with respect to serv-
ices that will be provided under such
contract between January 1, 1998 and
December 31, 1998.

(b) For rural health care providers
that take service under or pursuant to
a master contract, as defined in
§ 54.500(f), the date of execution of that
master contract represents the applica-
ble date for purposes of determining
whether and to what extent the rural
health care provider is exempt from
the competitive bid requirements.

(c) The competitive bid system will
be deemed to be operational when the
Rural Health Care Corporation is ready
to accept and post FCC Form 465 from
rural health care providers on a
website and that website is available
for use by telecommunications car-
riers.

(d) The exemption from competitive
bid requirements set forth in paragraph
(a) shall not apply to voluntary exten-
sions of existing contracts.

[63 FR 2131, Jan. 13, 1998; 63 FR 33586, June 19,
1998]
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§ 54.605 Determining the urban rate.
(a) If a rural health care provider re-

quests an eligible service to be pro-
vided over a distance that is less than
or equal to the ‘‘standard urban dis-
tance,’’ as defined in paragraph (d) of
this section, for the state in which it is
located, the urban rate for that service
shall be a rate no higher than the high-
est tariffed or publicly-available rate
charged to a commercial customer for
a similar service provided over the
same distance in the nearest large city
in the state, calculated as if it were
provided between two points within the
city.

(b) If a rural health care provider re-
quests an eligible service to be pro-
vided over a distance that is greater
than the ‘‘standard urban distance’’ for
the state in which it is located, the
urban rate shall be no higher than the
highest tariffed or publicly-available
rate charged to a commercial customer
for a similar service provided over the
standard urban distance in the nearest
large city in the state, calculated as if
the service were provided between two
points within the city.

(c) The ‘‘nearest large city’’ is the
city located in the eligible health care
provider’s state, with a population of
at least 50,000, that is nearest to the
health care provider’s location, meas-
ured point to point, from the health
care provider’s location to the point on
that city’s jurisdictional boundary
closest to the health care provider’s lo-
cation.

(d) The ‘‘standard urban distance’’
for a state is the average of the longest
diameters of all cities with a popu-
lation of 50,000 or more within the
state.

(e) The Rural Health Care Corpora-
tion shall calculate the ‘‘standard
urban distance’’ and shall post the
‘‘standard urban distance’’ and the
maximum supported distance for each
state on its website.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2131, Jan. 13, 1998]

§ 54.607 Determining the rural rate.
(a) The rural rate shall be the aver-

age of the rates actually being charged
to commercial customers, other than
health care providers, for identical or

similar services provided by the tele-
communications carrier providing the
service in the rural area in which the
health care provider is located. The
rates included in this average shall be
for services provided over the same dis-
tance as the eligible service. The rates
averaged to calculate the rural rate
must not include any rates reduced by
universal service support mechanisms.
The ‘‘rural rate’’ shall be used as de-
scribed in this subpart to determine
the credit or reimbursement due to a
telecommunications carrier that pro-
vides eligible telecommunications serv-
ices to eligible health care providers.

(b) If the telecommunications carrier
serving the health care provider is not
providing any identical or similar serv-
ices in the rural area, then the rural
rate shall be the average of the tariffed
and other publicly available rates, not
including any rates reduced by univer-
sal service programs, charged for the
same or similar services in that rural
area over the same distance as the eli-
gible service by other carriers. If there
are no tariffed or publicly available
rates for such services in that rural
area, or if the carrier reasonably deter-
mines that this method for calculating
the rural rate is unfair, then the car-
rier shall submit for the state commis-
sion’s approval, for intrastate rates, or
the Commission’s approval, for inter-
state rates, a cost-based rate for the
provision of the service in the most
economically efficient, reasonably
available manner.

(1) The carrier must provide, to the
state commission, or intrastate rates,
or to the Commission, for interstate
rates, a justification of the proposed
rural rate, including an itemization of
the costs of providing the requested
service.

(2) The carrier must provide such in-
formation periodically thereafter as re-
quired, by the state commission for
intrastate rates or the Commission for
interstate rates. In doing so, the car-
rier must take into account antici-
pated and actual demand for tele-
communications services by all cus-
tomers who will use the facilities over
which services are being provided to el-
igible health care providers.
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§ 54.609 Calculating support.

(a) Except with regard to services
provided under § 54.621 and subject to
the limitations set forth in this sub-
part, the amount of universal service
support for an eligible service provided
to a rural health care provider shall be
the difference, if any, between the
urban rate and the rural rate charged
for the service, as defined herein. In ad-
dition, all reasonable charges that are
incurred by taking such services, such
as state and federal taxes shall be eligi-
ble for universal service support.
Charges for termination liability, pen-
alty surcharges, and other charges not
included in the cost of taking such
service shall not be covered by the uni-
versal service support mechanisms.

(b) Except with regard to services
provided under § 54.621, a telecommuni-
cations carrier that provides tele-
communications service to a rural
health care provider participating in
an eligible health care consortium
must establish the applicable rural
rate for the health care provider’s por-
tion of the shared telecommunications
services, as well as the applicable
urban rate. Absent documentation jus-
tifying the amount of universal service
support requested for health care pro-
viders participating in a consortium,
the Rural Health Care Corporation
shall not allow telecommunications
carriers to offset, or receive reimburse-
ment for, the amount eligible for uni-
versal service support.

(c) The universal service support
mechanisms shall cover reduced rates
on intrastate telecommunications
services, as set forth in § 54.101(a), pro-
vided to rural health care providers as
well as interstate telecommunications
services.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41305, Aug. 1, 1997; 63 FR 2131, Jan. 13,
1998]

§ 54.611 Distributing support.

(a) A telecommunications carrier
providing services eligible for support
under this subpart to eligible health
care providers shall treat the amount
eligible for support under this subpart
as an offset against the carrier’s uni-
versal service support obligation for

the year in which the costs for provid-
ing eligible services were incurred.

(b) If the total amount of support
owed to a carrier, as set forth in para-
graph (a) of this section, exceeds its
universal service obligation, calculated
on an annual basis, the carrier may re-
ceive a direct reimbursement in the
amount of the difference.

(c) Any reimbursement due a carrier
shall be made after the offset is cred-
ited against that carrier’s universal
service obligation.

(d) Any reimbursement due a carrier
shall be submitted to that carrier no
later than the end of the first quarter
of the calendar year following the year
in which the costs were incurred and
the offset against the carrier’s univer-
sal service obligation was applied.

§ 54.613 Limitations on supported
services for rural health care pro-
viders.

(a) Upon submitting a bona fide re-
quest to a telecommunications carrier,
each eligible rural health care provider
is entitled to receive the most cost-ef-
fective, commercially-available tele-
communications service using a band-
width capacity of 1.544 Mbps, at a rate
no higher than the highest urban rate,
as defined in this subpart, at a distance
not to exceed the distance between the
eligible health care provider’s site and
the farthest point from that site that
is on the jurisdictional boundary of the
nearest large city, as defined in
§ 54.605(c).

(b) The rural health care provider
may substitute any other service or
combination of services with trans-
mission capacities of less than 1.544
Mbps transmitted over the same or a
shorter distances, so long as the total
annual support amount for all such
services combined, calculated as pro-
vided in this subpart, does not exceed
what the support amount would have
been for the service described in para-
graph (a) of this section. If the rural
health care provider is located in an
area where a service using a bandwidth
capacity of 1.544 Mbps is not available,
then the total annual support amount
for that provider shall not exceed what
the support amount would have been
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under paragraph (a) of this section, cal-
culated using the rural rate for a serv-
ice of that capacity in another area of
the state.

(c) This section shall not affect a
rural health care provider’s ability to
obtain supported services under § 54.621.

§ 54.615 Obtaining services.

(a) Selecting a provider. In selecting a
telecommunications carrier, a health
care provider shall consider all bids
submitted and select the most cost-ef-
fective alternative.

(b) Receiving supported rate. Except
with regard to services provided under
§ 54.621, upon receiving a bona fide re-
quest for an eligible service from an el-
igible health care provider, as set forth
in paragraph (c) of this section, a tele-
communications carrier shall provide
the service at a rate no higher than the
urban rate, as defined in § 54.605, sub-
ject to the limitations set forth in this
Subpart.

(c) Bona fide request. In order to re-
ceive services eligible for universal
service support under this subpart, an
eligible health care provider must sub-
mit a request for services to the tele-
communications carrier, Signed by an
authorized officer of the health care
provider, and shall include that per-
son’s certification under oath that:

(1) The requester is a public or non-
profit entity that falls within one of
the seven categories set forth in the
definition of health care provider, list-
ed in § 54.601(a);

(2) The requester is physically lo-
cated in a rural area, unless the health
care provider is requesting services
provided under § 54.621;

(3) If the health care provider is re-
questing services provided under
§ 54.621, that the requester cannot ob-
tain toll-free access to an Internet
service provider;

(4) The requested service or services
will be used solely for purposes reason-
ably related to the provision of health
care services or instruction that the
health care provider is legally author-
ized to provide under the law in the
state in which such health care serv-
ices or instruction are provided;

(5) The requested service or services
will not be sold, resold or transferred

in consideration of money or any other
thing of value;

(6) If the service or services are being
purchased as part of an aggregated pur-
chase with other entities or individ-
uals, the full details of any such ar-
rangement, including the identities of
all co-purchasers and the portion of the
service or services being purchased by
the health care provider; and

(7) The requester is selecting the
most cost-effective method of provid-
ing the requested service or services,
where the most cost-effective method
of providing a service is defined as the
method that costs the least after con-
sideration of the features, quality of
transmission, reliability, and other fac-
tors that the health care provider
deems relevant to choosing a method of
providing the required health care
services.

(d) Annual renewal. The certification
set forth in paragraph (c) of this sec-
tion shall be renewed annually.

§ 54.617 Resale.

(a) Prohibition on resale. Services pur-
chased pursuant to universal service
support mechanisms under this subpart
shall not be sold, resold, or transferred
in consideration for money or any
other thing of value.

(b) Permissible fees. The prohibition on
resale set forth in paragraph (a) of this
section shall not prohibit a health care
provider from charging normal fees for
health care services, including instruc-
tion related to such services rendered
via telecommunications services pur-
chased under this subpart.

§ 54.619 Audit program.

(a) Recordkeeping requirements. Health
care providers shall maintain for their
purchases of services supported under
this subpart the same kind of procure-
ment records that they maintain for
other purchases.

(b) Production of records. Health care
providers shall produce such records at
the request of any auditor appointed by
the Rural Health Care Corporation or
any other state or federal agency with
jurisdiction.
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(c) Random audits. Health care pro-
viders shall be subject to random com-
pliance audits to ensure that request-
ers are complying with the certifi-
cation requirements set forth in
§ 54.615(c) and are otherwise eligible to
receive universal service support and
that rates charged comply with the
statute and regulations.

(d) Annual report. The Rural Health
Care Corporation shall use the infor-
mation obtained under paragraph (a) of
this section to evaluate the effects of
the regulations adopted in this subpart
and shall report its findings to the
Commission on the first business day
in May of each year.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2132, Jan. 13, 1998]

§ 54.621 Access to advanced tele-
communications and information
services.

(a) Each eligible health care provider
that cannot obtain toll-free access to
an Internet service provider shall be
entitled to receive the lesser of the toll
charges incurred for 30 hours of access
per month to an Internet service pro-
vider or $180 per month in toll charge
credits for toll charges imposed for
connecting to an Internet service pro-
vider.

(b) Both telecommunications carriers
designated as eligible telecommuni-
cations carriers pursuant to § 54.201(d)
and telecommunications carriers not
so designated that provide services de-
scribed in paragraph (a) of this section
shall be eligible for universal service
support under this section.

§ 54.623 Cap.
(a) Amount of the annual cap. The an-

nual cap on federal universal service
support for health care providers shall
be $400 million per funding year, with
the following exceptions. No more than
$50 million shall be collected for the
funding period from January 1, 1998
through June 30, 1998. No more than $25
million shall be collected for the fund-
ing period from July 1, 1998 through
September 30, 1998. No more than $25
million shall be collected for the fund-
ing period from October 1, 1998 through
December 31, 1998. No more than $100
million shall be committed or dis-
bursed for the 1998 funding year.

(b) Funding year. The funding year
for purposes of the health care provid-
ers cap shall be the calendar year.

(c) Requests. Funds shall be available
to eligible health care providers on a
first-come-first-served basis, with re-
quests accepted beginning on the first
of July prior to each funding year. The
Rural Health Care Corporation shall
implement an initial filing period that
treats all health care providers filing
within that period as if they were si-
multaneously received. The initial fil-
ing period shall begin on the date that
the Rural Health Care Corporation be-
gins to receive applications for sup-
port, and shall conclude on a date to be
determined by the Rural Health Care
Corporation. The Rural Health Care
Corporation may implement such addi-
tional filing periods as it deems nec-
essary.

(d) Annual filing requirement. Health
care providers shall file new funding
requests for each funding year.

(e) Long term contracts. If health care
providers enter into long term con-
tracts for eligible services, the rural
Health Care Corporation shall only
commit funds to cover the portion of
such a long term contract scheduled to
be delivered during the funding year
for which universal service support is
sought.

(f) Pro-rata reductions. Rural Health
Care Corporation shall act in accord-
ance with this paragraph when a filing
period described in paragraph (c) of
this section is in effect. When a filing
period described in paragraph (c) of
this section closes, Rural Health Care
Corporation shall calculate the total
demand for support submitted by all
applicants during the filing window. If
the total demand exceeds the total sup-
port available for the funding year,
Rural Health Care Corporation shall
take the following steps:

(1) Rural Health Care Corporation
shall divide the total funds available
for the funding year by the total
amount of support requested to
produce a pro-rata factor.

(2) Rural Health Care Corporation
shall calculate the amount of support
requested by each applicant that has
filed during the filing window.

(3) Rural Health Care Corporation
shall multiply the pro-rata factor by
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the total dollar amount requested by
each applicant. Rural Health Care Cor-
poration shall then commit funds to
each applicant consistent with this cal-
culation.

[62 FR 32948, June 17, 1997, as amended at 62
FR 56120, Oct. 29, 1997; 63 FR 2132, Jan. 13,
1998; 63 FR 3832, Jan. 27, 1998; 63 FR 43097,
Aug. 12, 1998]

§ 54.625 Support for services beyond
the maximum supported distance
for rural health care providers.

(a) The maximum support distance is
the distance from the health care pro-
vider to the farthest point on the
boundary of the nearest large city, as
calculated by the Rural Health Care
Corporation.

(b) An eligible rural health care pro-
vider may purchase an eligible tele-
communications service, as defined in
§ 54.601(c)(1) through (c)(2), that is pro-
vided over a distance that exceeds the
maximum supported distance.

(c) If an eligible rural health care
provider purchases an eligible tele-
communications service, as defined in
§ 54.601(c)(1) through (c)(2), that exceeds
the maximum supported distance, the
health care provider must pay the ap-
plicable rural rate for the distance that
such service is carried beyond the max-
imum supported distance.

[63 FR 2132, Jan. 13, 1998]

Subpart H—Administration

§ 54.701 Administrator of universal
service support mechanisms.

(a) A Federal Advisory Committee
(Committee) shall recommend a neu-
tral, third-party administrator of the
universal service support programs to
the Commission within six months of
the Committee’s first meeting. The
Commission shall act upon that rec-
ommendation within six months. The
Administrator must:

(1) Be neutral and impartial;
(2) Not advocate specific positions be-

fore the Commission in non-universal
service administration proceedings re-
lated to common carrier issues, except
that membership in a trade association
that advocates positions before the
Commission will not render it ineli-
gible to serve as the Administrator;

(3) Not be an affiliate of any provider
of telecommunications services; and

(4) Not issue a majority of its debt to,
nor derive a majority of its revenues
from any provider(s) of telecommuni-
cations services. This prohibition also
applies to any affiliates of the Admin-
istrator.

(b) If the Administrator has a Board
of Directors that includes members
with direct financial interests in enti-
ties that contribute to or receive sup-
port from the universal service support
programs, no more than a third of the
Board members may represent any one
category (e.g., local exchange carriers,
interexchange carriers, wireless car-
riers, schools, libraries) of contributing
carriers or support recipients, and the
Board’s composition must reflect the
broad base of contributors to and re-
cipients of universal service.

(1) An individual does not have a di-
rect financial interest in entities that
contribute to or receive support from
the universal service support programs
if he or she is not an employee of a
telecommunications carrier or of a re-
cipient of universal service support
programs funds, does not own equity
interests in bonds or equity instru-
ments issued by any telecommuni-
cations carrier, and does not own mu-
tual funds that specialize in the tele-
communications industry. If a mutual
fund invests more than 50 percent of its
money in telecommunications stocks
and bonds, then it specializes in the
telecommunications industry.

(2) An individual’s ownership interest
in entities that contribute to or receive
support from the universal service sup-
port programs is de minimis if in aggre-
gate the individual, spouse, and minor
children’s impermissible interests do
not exceed $5,000.

(c) The Administrator chosen by the
Committee shall begin administering
the support programs within six
months of its appointment. The Ad-
ministrator’s performance shall be re-
viewed by the Commission after two
years. The Administrator shall serve
an initial term of five years. At any
time prior to nine months before the
end of the Administrator’s five-year
term, the Commission may re-appoint
the Administrator for another term of
not more than five years. Otherwise,
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nine months before the end of the Ad-
ministrator’s term, the Commission
will create another Federal Advisory
Committee to recommend another neu-
tral, third-party administrator.

(d) The Committee’s and Administra-
tor’s reasonable administrative pro-
jected annual costs shall be included
within the universal service support
programs’ projected expenses.

(e) The Administrator shall keep the
universal service support program
funds separate from all other funds
under the control of the Administrator.

(f) The Administrator shall be sub-
ject to a yearly audit by an independ-
ent accounting firm and may be sub-
ject to an additional audit by the Com-
mission, if the Commission so requests.

(1) The Administrator shall report
annually to the Commission an
itemization of monthly administrative
costs that shall include all expenses,
receipts, and payments associated with
the administration of the universal
service support programs and shall pro-
vide the Commission full access to the
data collected pursuant to the adminis-
tration of the universal service support
programs.

(2) Pursuant to § 64.903 of this chap-
ter, the Administrator shall file with
the Commission a cost allocation man-
ual (CAM), that describes the accounts
and procedures the Administrator will
use to allocate the shared costs of ad-
ministering the universal service sup-
port programs and its other operations.

(3) Information based on the Admin-
istrator’s reports will be made public
at least once a year as part of a Mon-
itoring Report.

(g) The Administrator shall report
quarterly to the Commission on the
disbursement of universal service sup-
port program funds. The Administrator
shall keep separate accounts for the
amounts of money collected and dis-
bursed for eligible schools and librar-
ies, rural health care providers, low-in-
come consumers, and high cost and in-
sular areas.

(h) The Administrator shall be sub-
ject to close-out audits at the end of
their terms.

[62 FR 32948, June 17, 1997, as amended at 62
FR 41305, Aug. 1, 1997]

§ 54.703 Contributions.
(a) Entities that provide interstate

telecommunications to the public, or
to such classes of users as to be effec-
tively available to the public, for a fee
will be considered telecommunications
carriers providing interstate tele-
communications services and must
contribute to the universal service sup-
port programs. Interstate tele-
communications include, but are not
limited to:

(1) Cellular telephone and paging
services;

(2) Mobile radio services;
(3) Operator services;
(4) Personal communications services

(PCS);
(5) Access to interexchange service;
(6) Special access service;
(7) WATS;
(8) Toll-free service;
(9) 900 service;
(10) Message telephone service (MTS);
(11) Private line service;
(12) Telex;
(13) Telegraph;
(14) Video services;
(15) Satellite service;
(16) Resale of interstate services; and
(17) Payphone services.
(b) Every telecommunications carrier

that provides interstate telecommuni-
cations services, every provider of
interstate telecommunications that of-
fers telecommunications for a fee on a
non-common carrier basis, and
payphone providers that are
aggregators shall contribute to the
programs for eligible schools, libraries,
and health care providers on the basis
of its interstate, intrastate, and inter-
national end-user telecommunications
revenues. Entities providing open video
systems (OVS), cable leased access, or
direct broadcast satellite (DBS) serv-
ices are not required to contribute on
the basis of revenues derived from
those services. The following entities
will not be required to contribute to
universal service: non-profit schools,
non-profit colleges, non-profit univer-
sities, non-profit libraries, and non-
profit health care providers; broad-
casters; systems integrators that de-
rive less than five percent of their sys-
tems integration revenues from the re-
sale of telecommunications.
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(c) Every telecommunications carrier
that provides interstate telecommuni-
cations services, every provider of
interstate telecommunications that of-
fers telecommunications for a fee on a
non-common carrier basis, and
payphone providers that are
aggregators shall contribute to the
programs for high cost, rural and insu-
lar areas, and low-income consumers
on the basis of its interstate and inter-
national end-user telecommunications
revenues. Entities providing OVS,
cable leased access, or DBS services are
not required to contribute on the basis
of revenues derived from those serv-
ices. The following entities will not be
required to contribute to universal
service: non-profit schools, non-profit
colleges, non-profit universities, non-
profit libraries, and non-profit health
care providers; broadcasters; systems
integrators that derive less than five
percent of their systems integration
revenues from the resale of tele-
communications.

[62 FR 32948, June 17, 1997, as amended at 63
FR 2132, Jan. 13, 1998; 63 FR 33586, June 19,
1998]

§ 54.705 De minimis exemption.

If a contributor’s contribution to
universal service in any given year is
less than $10,000 that contributor will
not be required to submit a contribu-
tion or Universal Service Worksheet
for that year. If a contributor improp-
erly claims exemption from the con-
tribution requirement, it will subject
to the criminal provisions of sections
220(d) and (e) of the Act regarding will-
ful false submissions and will be re-
quired to pay the amounts withheld
plus interest.

[63 FR 2132, Jan. 13, 1998]

§ 54.707 Audit controls.

The Administrator shall have author-
ity to audit contributors and carriers
reporting data to the administrator.
The Administrator shall establish pro-
cedures to verify discounts, offsets, and
support amounts provided by the uni-
versal service support programs, and
may suspend or delay discounts, off-
sets, and support amounts provided to

a carrier if the carrier fails to provide
adequate verification of discounts, off-
sets, or support amounts provided upon
reasonable request, or if directed by
the Commission to do so. The Adminis-
trator shall not provide reimburse-
ments, offsets or support amounts pur-
suant to part 36 and § 69.116 through
69.117 of this chapter, and subparts D,
E, and G of this part to a carrier until
the carrier has provided to the Admin-
istrator a true and correct copy of the
decision of a state commission des-
ignating that carrier as an eligible
telecommunications carrier in accord-
ance with § 54.201.

§ 54.709 Computations of required con-
tributions to universal service sup-
port mechanisms.

(a) Contributions to the universal
service support mechanisms shall be
based on contributors’ end-user tele-
communications revenues and con-
tribution factors determined quarterly
by the Commission.

(1) For funding the schools and li-
braries and rural health care programs,
the subject revenues will be contribu-
tors’ interstate, intrastate, and inter-
national revenues derived from domes-
tic end users for telecommunications
or telecommunications services. For
funding the high cost and low-income
programs, the subject revenues will be
contributors’ interstate and inter-
national revenues derived from domes-
tic end users for telecommunications
or telecommunications services.

(2) The quarterly universal service
contribution factors shall be based on
the ratio of total projected quarterly
expenses of the universal service sup-
port programs to total end-user tele-
communications revenues. The Com-
mission shall determine two contribu-
tion factors, one of which shall be ap-
plied to interstate and international
end-user telecommunications revenues
and the other of which shall be applied
to interstate, intrastate, and inter-
national end-user telecommunications
revenues. The Commission shall ap-
prove the Administrator’s, the Schools
and Libraries Corporation’s, and the
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Rural Health Care Corporation’s quar-
terly projected costs of universal serv-
ice support programs, taking into ac-
count demand for support and adminis-
trative expenses. The total subject rev-
enues shall be compiled by the Admin-
istrator based on information con-
tained in the Universal Service Work-
sheets described in § 54.711(a).

(3) Total projected expenses for uni-
versal service support programs for
each quarter must be approved by the
Commission before they are used to
calculate the quarterly contribution
factors and individual contribution.
For each quarter, the High Cost and
Low Income Committee or the perma-
nent Administrator once the perma-
nent Administrator is chosen and the
Schools and Libraries and Rural Health
Care Corporations must submit their
projections of demand for the high cost
and low-income programs, the school
and libraries program, and rural health
care program, respectively, and the
basis for those projections, to the Com-
mission and the Common Carrier Bu-
reau at least 60 calendar days prior to
the start of that quarter. For each
quarter, the Administrator and the
Schools and Libraries and Rural Health
Care Corporations must submit their
projections of administrative expenses
for the high cost and low-income pro-
grams, the schools and libraries pro-
gram and the rural health care pro-
gram, respectively, and the basis for
those projections to the Commission
and the Common Carrier Bureau at
least 60 calendar days prior to the start
of that quarter. Based on data submit-
ted to the Administrator on the Uni-
versal Service Worksheets, the Admin-
istrator must submit the total con-
tribution bases to the Common Carrier
Bureau at least 60 days before the start
of each quarter. The projections of de-
mand and administrative expenses and
the contribution factors shall be an-
nounced by the Commission in a public
notice and shall be made available on
the Commission’s website. The Com-
mission reserves the right to set pro-
jections of demand and administrative
expenses at amounts that the Commis-
sion determines will serve the public
interest at any time within the 14-day
period following release of the Commis-
sion’s public notice. If the Commission

takes no action within 14 days of the
date of release of the public notice an-
nouncing the projections of demand
and administrative expenses, the pro-
jections of demand and administrative
expenses, and contribution factors
shall be deemed approved by the Com-
mission. Once the projections and con-
tribution factors are approved, the Ad-
ministrator shall apply the quarterly
contribution factors to determine indi-
vidual contributions.

(4) For each quarter, the Adminis-
trator shall bill contributors monthly
and require payment of contributions
in equal monthly installments.

(5) The Administrator shall not re-
quire contributors to make payments
pursuant to the universal service
mechanisms set forth in 47 U.S.C. 254
prior to February 1998.

(b) If the contributions received by
the Administrator in a quarter exceed
the amount of universal service sup-
port program contributions and admin-
istrative costs for that quarter, the ex-
cess payments will be carried forward
to the following quarter. The contribu-
tion factors for the following quarter
will take into consideration the pro-
jected costs of the support mechanisms
for that quarter and the excess con-
tributions carried over from the pre-
vious quarter.

(c) If the contributions received by
the Administrator in a quarter are in-
adequate to meet the amount of uni-
versal service support program pay-
ments and administrative costs for
that quarter, the Administrator shall
request authority from the Commis-
sion to borrow funds commercially,
with such debt secured by future con-
tributions. Subsequent contribution
factors will take into consideration the
projected costs of the support mecha-
nisms and the additional costs associ-
ated with borrowing funds.

(d) If a contributor fails to file a Uni-
versal Service Worksheet by the date
on which it is due, the Administrator
shall bill that contributor based on
whatever relevant data the Adminis-
trator has available, including, but not
limited to, the number of lines
presubscribed to the contributor and
data from previous years, taking into
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consideration any estimated changes in
such data.

[62 FR 41305, Aug. 1, 1997, as amended at 62
FR 65038, Dec. 10, 1997; 63 FR 2132, Jan. 13,
1998; 63 FR 43098, Aug. 12, 1998]

§ 54.711 Contributor reporting require-
ments.

(a) Contributions shall be calculated
and filed in accordance with the Uni-
versal Service Worksheet. The Univer-
sal Service Worksheet sets forth infor-
mation that the contributor must sub-
mit to the Administrator on a semi-an-
nual basis. The Commission shall an-
nounce by Public Notice published in
the FEDERAL REGISTER and on its
website the manner of payment and
dates by which payments must be
made. An officer of the contributor
must certify to the truth and accuracy
of the Universal Service Worksheet,
and the Commission or the Adminis-
trator may verify any information con-
tained in the Universal Service Work-
sheet at the discretion of the Commis-
sion. Inaccurate or untruthful informa-
tion contained in the Universal Service
Worksheet may lead to prosecution
under the criminal provisions of Title
18 of the United States Code. The Ad-
ministrator shall advise the Commis-
sion of any enforcement issues that
arise and provide any suggested re-
sponse.

(b) The Commission shall have access
to all data reported to the Adminis-
trator, Rural Health Care Corporation,
and Schools and Libraries Corporation.
Contributors may make requests for
Commission nondisclosure of company-
specific information under § 0.459 of
this chapter at the time that the sub-
ject data are submitted to the Admin-
istrator. The Commission shall make
all decisions regarding nondisclosure of
company-specific information. The Ad-
ministrator, Rural Health Care Cor-
poration, and Schools and Libraries
Corporation shall keep confidential all
data obtained from contributors, shall
not use such data except for purposes
of administering the universal service
support programs, and shall not dis-
close such data in company-specific
form unless directed to do so by the
Commission.

(c) The Bureau may waive, reduce, or
eliminate contributor reporting re-

quirements that prove unnecessary and
require additional reporting require-
ments that the Bureau deems nec-
essary to the sound and efficient ad-
ministration of the universal service
support mechanisms.

[62 FR 41305, Aug. 1, 1997]

§ 54.713 Contributors’ failure to report
or to contribute.

A contributor that fails to file a Uni-
versal Service Worksheet and subse-
quently is billed by the Administrator
shall pay the amount for which it is
billed. The Administrator may bill a
contributor a separate assessment for
reasonable costs incurred because of
that contributor’s filing of an untruth-
ful or inaccurate Universal Service
Worksheet, failure to file the Universal
Service Worksheet, or late payment of
contributions. Failure to file the Uni-
versal Service Worksheet or to submit
required quarterly contributions may
subject the contributor to the enforce-
ment provisions of the Act and any
other applicable law. The Adminis-
trator shall advise the Commission of
any enforcement issues that arise and
provide any suggested response. Once a
contributor complies with the Univer-
sal Service Worksheet filing require-
ments, the Administrator may refund
any overpayments made by the con-
tributor, less any fees, interest, or
costs.

[62 FR 41306, Aug. 1, 1997]

§ 54.715 Administrator’s functions.

The Administrator shall have the
same functions as the independent sub-
sidiary set out in § 69.616 of this chap-
ter.

[62 FR 41306, Aug. 1, 1997]

PART 59—INFRASTRUCTURE
SHARING

Sec.
59.1 General duty.
59.2 Terms and conditions of infrastructure

sharing.
59.3 Information concerning deployment of

new services and equipment.
59.4 Definition of ‘‘qualifying carrier’’.

AUTHORITY: 47 U.S.C. 154(i), 154(j), 201–205,
259, 303(r), 403.
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